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DIVIDEND TAX ABUSE: HOW OFFSHORE 
ENTITIES DODGE TAXES ON U.S. STOCK 
DIVIDENDS 


THURSDAY, SEPTEMBER 11, 2008 

U.S. Senate, 

Permanent Subcommittee on Investigations, 
of the Committee on Homeland Security 
and Governmental Affairs, 

Washington, DC. 

The Subcommittee met, pursuant to notice, at 9:10 a.m., in Room 
106 of the Dirksen Senate Office Building, Hon. Carl Levin, Chair- 
man of the Subcommittee, presiding. 

Present: Senators Levin and Coleman. 

Staff Present: Elise J. Bean, Staff Director and Chief Counsel; 
Robert L. Roach, Counsel and Chief Investigator; Ross K. Kirsch- 
ner, Counsel; Mary D. Robertson, Chief Clerk; Mark L. Greenblatt, 
Staff Director and Chief Counsel to the Minority; Timothy R. Terry, 
Counsel to the Minority; Alexandra Brodman, Intern; Tesia 
Schmidtke, Intern; and Mark LeDuc (HSGAC/Senator Collins). 

OPENING STATEMENT OF SENATOR LEVIN 

Senator Levin. Good morning everybody. The Subcommittee will 
come to order. 

One of the problems that this Subcommittee has tackled in re- 
cent years is the stunning fact that the United States loses perhaps 
$100 billion in tax revenues each year to offshore tax havens that 
aid and abet corporations and wealthy individuals dodging pay- 
ment of taxes owed to Uncle Sam. 

Since 2001, this Subcommittee has examined this problem from 
multiple angles, exposing the ways that people use tax havens to 
hide their assets and income, and how tax havens have created a 
whole industry to help them exercise control over their offshore as- 
sets and use those assets and the revenues they produce for their 
own benefit, often sneaking funds back into the United States with- 
out paying the taxes owed. Just 2 months ago, in July, this Sub- 
committee held a hearing showing how banks in offshore tax ha- 
vens have knowingly helped U.S. clients hide billions of dollars in 
secret bank accounts never reported to the IRS. 

Today, our spotlight is on another facet of tax haven abuses; we 
call it dividend tax abuse. And the focus today is not on U.S. citi- 
zens, but on non-U.S. citizens who are supposed to be paying taxes 
on the dividends they receive from U.S. corporations but do not. 
They do not pay those taxes because major financial institutions 

( 1 ) 
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like Lehman Brothers, Morgan Stanley, Deutsche Bank, UBS, Mer- 
rill Lynch, Citigroup, and others have created financial gimmicks 
whose primary purpose is to enable clients to dodge U.S. taxes 
owed on U.S. stock dividends, but which are dressed up with 
phrases like “dividend enhancement,” “yield enhancement,” and 
even “dividend uplift.” Using stock swaps, stock loans, and exotic 
financial instruments, the financial institutions have built a series 
of financial black boxes, surrounded by mind-numbing complexity, 
designed to keep their clients’ money tax free. 

Foreigners who invest in the United States already enjoy a mini- 
mal tax burden. For example, non-U. S. persons who deposit money 
with a U.S. bank or securities firm pay no U.S. taxes on the inter- 
est earned. They pay no U.S. taxes on capital gains. U.S. citizens 
do pay taxes on that income, but the tax code lets foreign investors 
operate without tax in an effort to attract foreign investment. 

But there is one tax on the books that even foreign investors are 
supposed to pay. If they buy stock in a U.S. company and that 
stock pays a dividend, the non-U.S. stockholder is supposed to pay 
a tax on the dividend. The general tax rate is 30 percent, unless 
their country of residence has negotiated a lower rate with the 
United States, typically 15 percent. 

In addition, to make sure those dividend taxes are paid, U.S. law 
requires the person or entity paying a stock dividend to a non-U.S. 
person to withhold the tax owed Uncle Sam before any part of the 
dividend leaves the United States. If the “withholding agent” fails 
to retain and remit the dividend tax to the IRS, and the tax is not 
paid by the dividend recipient, the tax code makes the withholding 
agent equally liable for the unpaid taxes. 

That is the law. But the reality is that many non-U.S. stock- 
holders never pay the dividend taxes that they owe. In 2003, the 
latest year for which data is available, the Government Account- 
ability Office determined that about $42 billion in dividend pay- 
ments were sent abroad, but less than 5 percent, or $2 billion, was 
sent to the IRS. In other words, billions of dollars left the country 
untaxed. 

The Subcommittee’s investigation has determined that part of 
the reason for unpaid dividend taxes is that, for more than 10 
years, U.S. financial institutions have been helping non-U.S. clients 
dodge payments. 

Now, listen to this roll call of well-known financial institutions. 
Morgan Stanley enabled its clients to dodge payment of $300 mil- 
lion in U.S. dividend taxes from 2000 to 2007. Lehman Brothers es- 
timated that in 1 year alone, 2004, it helped clients dodge perhaps 
$115 million in U.S. dividend taxes. For UBS, the figure is $62 mil- 
lion in unpaid dividend taxes over a 4-year period, from 2004 to 
2007. One hedge fund adviser, Maverick Capital, calculated that 
from 2000 to 2007, its offshore funds used so-called dividend en- 
hancement products from multiple firms to escape dividend taxes 
totaling nearly $95 million. In 2007, Citigroup surprised the IRS by 
paying $24 million in unpaid dividend taxes on a select group of 
swap transactions from 2003 to 2005, where no dividend taxes had 
been paid. 

Who were the clients? Hedge funds organized offshore, often by 
Americans; tax haven banks; and a host of sophisticated foreign in- 
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vestors with the means and the know-how to engage in financial 
transactions beyond the reach of ordinary folks. But that is not the 
whole story. Some of those foreign investors begin to look a lot less 
foreign once you take a closer look. 

I am referring in particular to the so-called offshore hedge funds. 
When the Subcommittee began contacting them, all of their key 
personnel turned out to be here in the United States. The so-called 
offshore hedge funds’ main offices were here in the United States; 
their key decisionmakers were here; their investment professionals 
and technical people live here. Most of these offshore hedge funds 
claim to be located in the Caymans. The Cayman Islands, in fact, 
has 10,000 hedge funds, more than any other country in the world. 
But the Cayman hedge funds we examined did not operate in any 
meaningful sense from the Caymans. Instead, their physical pres- 
ence often amounted to little more than a Cayman post office box 
or a plaque on the wall of the infamous Ugland House, that small 
white building where more than 18,000 companies maintain a Cay- 
man address. 

Hedge funds run by Americans and invested in the U.S. stock 
market often create a shell of a presence in tax havens, presumably 
in part to avoid paying U.S. taxes. Then, when confronted by the 
one U.S. tax imposed on foreign investors receiving U.S. stock divi- 
dends, they turn to financial gymnastics to escape paying that tax 
as well. It adds insult to injury when hedge fund managers who 
live in the United States, enjoy all its benefits, protections and 
prosperity and use U.S. markets to make money, arrange tax 
dodges so their offshore hedge funds escape the minimal U.S. tax 
obligations they are supposed to pay. 

Hedge funds and other offshore entities could not perform their 
dividend tax escape act without the cooperation and assistance of 
financial institutions. It is those financial institutions that devise 
the abusive transactions and send the U.S. dividend payments off- 
shore to their clients in the form of dividend equivalent or sub- 
stitute dividend payments, without remitting any taxes to the U.S. 
Treasury. Their own emails show that they took these actions 
knowingly to attract and retain clients and to profit from the fees. 
With their assistance, billions of dollars in U.S. dividends flowed 
out of this country, and few taxes were withheld. 

Now, let me just explain briefly two of the most common schemes 
used to dodge dividend taxes. They involve swaps and stock loans. 
In both cases, financial sleight of hand is used to recast taxable 
dividend payments as untaxable transfers offshore. 

First consider swaps. Swaps sound complicated, but they are es- 
sentially a financial bet, in this case a bet on the future of a stock 
price. 

If we take a look at a chart, 1 it shows an offshore hedge fund 
in blue, which is controlled by a U.S. investment manager in green. 
The financial institution, shown in red, tells the hedge fund — which 
owns U.S. stock — that it can escape the 30-percent withholding tax 
on an upcoming stock dividend by purporting to sell the stock to 
the financial institution and simultaneously entering into a swap 
with the financial institution tied to the price of that stock. 


iSee Exhibit No. 1, which appears in the Appendix on page 189. 
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Under the swap, the financial institution promises to pay the 
hedge fund an amount equal to any appreciation in the stock price 
and the amount of any dividend paid during the term of the swap. 
The payment reflecting the dividend is called a “dividend equiva- 
lent.” In return, the hedge fund agrees to pay the financial institu- 
tion an amount equal to any depreciation in the stock price. The 
financial institution hedges its risk by holding the physical shares 
of stock that were “sold” to it by the hedge fund. It also charges 
a fee, which usually includes a portion of the tax savings that the 
hedge fund will obtain by dodging the withholding tax. 

The swap gives the hedge fund the same economic risks and re- 
wards that it had when it owned the physical shares of the stock. 
So why do it? Because under the tax code, dividend payments are 
taxed, but dividend equivalent payments made under a swap are 
not. 

Dividend equivalent payments made under a swap are tax free, 
because in 1991, the IRS issued a series of regulations to determine 
what types of income will be treated as coming from the United 
States and, therefore, taxable. These so-called source rules treat 
U.S. stock dividends as U.S. source income because the money 
comes from a U.S. corporation. But, the 1991 regulation takes the 
opposite approach with respect to swaps. It deems swap agree- 
ments to be “notional principal contracts” and says that the 
“source” of any payment made under that contract is to be deter- 
mined, not by where the money comes from, but by where it ends 
up. In other words, the payment’s source is the country where the 
payment recipient resides. 

That approach turns the usual meaning of the word “source” on 
its head. Instead of looking at the source or origin of the payment 
to determine its source, the IRS swap rule looks to its end point — 
who receives it. That source is not really a source by any known 
definition of the word. It is the opposite — not the point of origin but 
the end point. 

The result is that when a financial institution makes a dividend 
equivalent payment to an offshore client under a swap agreement, 
the payment is deemed under the tax code as being from an off- 
shore source. And then under that interpretation, the swap pay- 
ment is free of any U.S. tax. 

In our example, the U.S. financial institution makes the swap 
payment to the offshore hedge fund, minus the fee, and stiffs Uncle 
Sam for the amount of taxes that should have been sent to the IRS. 
The swap is then terminated, and the stock is “sold” back to the 
hedge fund. And the sham nature of that sale is disclosed. And, 
under this gimmick, the hedge fund ends up in the same position 
as before the swap, as a stockholder, except it has pocketed a divi- 
dend payment without paying any tax. 

Now, stock loans are also used to dodge dividend taxes, and 
these transactions pile a stock loan on top of a swap to achieve the 
same, or are intended to achieve the same, tax-free result. And for 
the sake of time I am going to put my explanation of this trans- 
action in the record. 1 


1 Stock Loan. Stock loans are also used to dodge dividend taxes. These transactions pile a 
stock loan on top of a swap to achieve the same tax-free result. 
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Suffice it to say that it is complex and relies on another gimmick, 
and this gimmick is that the parties claim that the substitute divi- 
dend is tax free by invoking the wording of IRS Notice 97-66, 
which was never intended to be applied to this situation. That no- 
tice says that when two parties in a stock loan are outside of the 
United States and subject to the same dividend withholding rate, 
they do not have to pay the dividend tax when passing on a sub- 
stitute dividend. But the assumption is that the tax was already 
paid by another party in the lending transaction. Some tax lawyers 
have seized on the wording to claim that this IRS notice, which 
was intended to prevent overwithholding, could be used to elimi- 
nate dividend withholding entirely, so long as one offshore party 
passes on a substitute dividend to another offshore party subject to 
the same dividend tax rate. The IRS has told this Subcommittee 
that Notice 97-66 was never intended to be interpreted that way, 
but in the 10 years since it was issued and abusive stock loans 
have exploded, the IRS has never put that in writing. 

The end result in our example is that the client pockets a sub- 
stitute dividend payment — minus the financial institution’s fee — 
without paying any tax. The stock loan is terminated, and the 
stock is returned to the client. The big advantage of this approach 
over a swap is that the client does not have to explain why he got 
his stock back after the transaction. The stock was, after all, only 
on loan. 

Tax avoidance was clearly the economic purpose of the two trans- 
actions just described. The client owned U.S. stock both before and 
after each transaction. Neither the swap nor the stock loan altered 
the client’s market risk. The only risk involved in either trans- 
action was that Uncle Sam would catch on and assess the dividend 
taxes that should have been paid but were not. 

To make it harder for Uncle Sam to catch on and prove what is 
going on, financial institutions have added more complexity, more 
bells and whistles, to these transactions. But the purpose of the 
transactions remains the same — to enable clients to escape paying 
the taxes that they owe. 

And it is clear that the participants knew their transactions were 
little more than tax dodging. In one email exchange about a pro- 
posed stock loan, a potential client informed Merrill Lynch that its 
tax counsel had said “the transaction works, as I said, once, maybe 
twice,” but “repeated use, coincidentally around dividend payment 
time, would provide a strong case for the IRS to assert tax eva- 
sion.” Another client explaining a Lehman Brothers swap trans- 
action to a colleague wrote that the swap “is used to circumvent 
the tax.” That is the unvarnished truth. 


The first step is that the client with an upcoming dividend loans its stock to an offshore 
corporation controlled by the financial institution. This offshore corporation promises, as part 
of the loan agreement, to forward any dividend payments back to the client. 

The next step is that offshore corporation enters into a swap with the financial institution 
that controls it, referencing the same type of stock and number of shares that is the subject 
of the stock loan. Essentially, two related parties are placing a bet on the stock, which makes 
no economic sense except, once that stock pays the dividend, the swap arrangement allows the 
financial institution to send it as a tax-free dividend equivalent payment to the offshore corpora- 
tion it controls. The offshore corporation then forwards the same amount to the client. Because 
the payment is sent to the client as part of a stock loan agreement, it is called a “substitute 
dividend.” The tax code treats substitute dividends in the same way as the underlying dividend. 
So if the underlying dividend came from a U.S. corporation, the substitute dividend would nor- 
mally be taxed as U.S. source income. 
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The participants in these transactions also took steps to limit 
their exposure in case the IRS stepped in. Some of the financial in- 
stitutions, for example, set an annual limit on the amount of un- 
paid dividend taxes that they would facilitate through their trans- 
actions to limit their exposure as withholding agents. Some of the 
clients demanded that the financial institutions indemnify them 
against any tax liability. A few financial institutions, such as UBS, 
Merrill Lynch, and Morgan Stanley, have stopped offering the most 
blatantly abusive transactions, while others have continued doing 
as many deals as ever. 

Now, some may claim that by exposing this tax dodge and being 
determined to end it, we are trying to discredit structured finance 
or the financial markets. I support financial transactions that are 
used for legitimate purposes, including swaps and stock loans that 
facilitate capital flows, reduce capital needs, or spread risk. What 
I oppose is the misuse of financial transactions to undermine the 
tax code, rob the U.S. Treasury, and force honest Americans to 
shoulder the country’s tax burden. And what I oppose are trans- 
actions whose patent economic purpose is tax dodging. 

For the last 10 years, as dividend tax dodging took hold and be- 
came an open secret among market insiders, the U.S. Treasury De- 
partment and the IRS sat on their hands. When firms began claim- 
ing they could turn taxable dividend payments into untaxed divi- 
dend equivalents under swaps, Treasury and the IRS said nothing. 
When firms began claiming that the 1997 IRS notice designed to 
cure overwithholding could eliminate all withholding in offshore 
stock loans, Treasury and the IRS failed to issue corrective guid- 
ance. When firms openly advertised so-called dividend enhance- 
ment products to clients, Treasury and the IRS saw nothing, heard 
nothing, and took no enforcement action. 

The government’s failure to act does not in any way excuse the 
actions of the financial institutions or their clients. They are not 
saved from their own abusive conduct by the failure of regulators 
to stop them, any more than going through a red light is OK if you 
are not caught. Nonetheless, the silence and inaction of the Treas- 
ury and the IRS in the face of rampant dividend tax dodging has 
encouraged and continues to encourage financial institutions to 
offer their clients financial concoctions designed to enable them to 
dodge U.S. dividend taxes. It is past time to end that silence, to 
end that inaction, and to get those concoctions off the market. It 
is also past time for Congress to take on this billion-dollar offshore 
tax abuse and, like so many others, enact the legislation needed to 
put a stop to it. 

I want to thank my Ranking Member, Senator Coleman, for his 
support of this investigation, for the support of his staff, and now 
invite him to make opening remarks. 

OPENING STATEMENT OF SENATOR COLEMAN 

Senator Coleman. Thank you, Senator Levin. 

I want to begin by thanking Chairman Levin for initiating this 
investigation, and I want to commend his longstanding commit- 
ment to identifying institutions and individuals who facilitate the 
inappropriate avoidance of legitimate taxes through complex off- 
shore schemes. 
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Today, we turn our attention to the findings of another bipar- 
tisan inquiry, which the Chairman has just described: That some 
U.S. financial institutions have been structuring equity swap and 
loan transactions to assist their offshore clients in avoiding U.S. 
taxes on stock dividends. The factual findings at issue today and 
identified in this Subcommittee’s bipartisan Staff Report are com- 
pelling. They raise valid concerns that demonstrate the need to re- 
evaluate the wisdom and effectiveness of tax laws and policies re- 
specting the treatment of specific equity swap and loan trans- 
actions. 

For a foreign investor, there is a significant difference in the 
United States withholding tax consequences between investing syn- 
thetically through an equity swap versus directly in physical U.S. 
equities. This difference in treatment has led to certain abuses. 
While the activities may not rise to the level of criminal tax eva- 
sion, there is no doubt that some institutions have taken advantage 
of ambiguities in U.S. tax law and pushed the tax-avoidance enve- 
lope too aggressively. 

I want to be clear. Our target here today is neither derivatives 
generally nor equity swaps specifically. Derivatives serve many 
purposes critical to the health and dynamism of American markets, 
as well as the U.S. economy, writ large. Swaps, in particular, often 
offer superior leverage, accounting treatment, market access, and 
transactional efficiency, all of which — including the preferential tax 
treatment afforded to swaps under current law — are legitimate fac- 
tors that may influence the decision to trade in swap form. 

That said, a swaps transaction with no business purpose other 
than the avoidance of withholding tax is a bridge too far. For the 
most part, I am talking about a subset of aggressively structured 
dividend enhancement trades that are short-lived; clustered around 
dividend record dates; involve so-called crossing in just prior to the 
dividend date; and feature the reacquisition of the physical shares 
after the completion of the synthetic transaction. 

During the course of our investigation, we have seen these ag- 
gressive schemes executed far too often, and, frankly, some of the 
more egregious fact patterns that we have examined reflect a 
shameless and cynical abuse of U.S. tax policy. 

While there is no doubt that certain financial institutions and 
hedge funds have crossed the line, as the Chairman has noted, the 
conditions for these abuses were largely created by Treasury and 
the IRS. The reality is that the state of the tax law here is mud- 
dled; the Treasury and the IRS have known about these ambigu- 
ities and have done woefully little to clarify the situation, failing 
to offer taxpayers clear guidance and direction. Therefore, while 
some financial institutions undoubtedly raced to the bottom, Treas- 
ury and the IRS bear some responsibility as well. 

We are not just in the blame business, however. We are in the 
problem identification and problem-solving business. The Chairman 
has done a good job in identifying the problem. How do we fix this 
problem? 

In light of the Subcommittee’s findings, we need a comprehensive 
and in-depth analysis of the potential legislative or regulatory re- 
sponses to these abuses. The relevant Executive Branch agencies, 
the congressional committees of jurisdiction, and experts on tax law 
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and policy should engage in a deliberative process to evaluate the 
various possible responses and determine the most appropriate 
path. 

I strongly urge, however, that any response to these abuses be 
clearly defined and carefully targeted to preserve the integrity and 
efficiency of our capital markets and avoid unintended con- 
sequences. In particular, any response should avoid negatively im- 
pacting foreign investment in the United States. Such investments 
are critical to job growth and opportunity expansion and are unde- 
niably necessary for the economic well-being of our citizens. 

Which brings me perhaps to the most important issue: As I have 
said many times before — most recently in the Subcommittee’s hear- 
ings on tax cheats and tax shelters — inappropriate tax avoidance 
by a privileged few forces millions of honest American taxpayers to 
shoulder a disproportionate share of the tax base, to dig deeper to 
maintain investment in crucial areas like health care, homeland se- 
curity, and education. That tax loss sits like a millstone around the 
neck of honest American taxpayers, who are struggling with high 
taxes, ever-increasing gas prices, and rising health care costs. 
Those honest taxpayers are the real victims here. 

Thank you, Mr. Chairman. 

Senator Levin. Thank you, Senator Coleman. 

And now let me call our first witness to this morning’s hearing: 
Professor Reuven Avi-Yonah, who is the Irwin I. Cohn Professor of 
Law at the University of Michigan Law School in Ann Arbor. 

Professor Avi-Yonah, I would like to welcome you back to the 
Subcommittee, having testified at the Subcommittee in August 
2006 on tax haven abuses. We appreciate your sharing your experi- 
ence in international tax law and your attendance at today’s hear- 
ing. We look forward to your testimony and your perspective on 
this dividend tax issue. 

Before we begin, pursuant to Rule VI, all witnesses who testify 
before the Subcommittee are required to be sworn, and so at this 
time I would ask you, Professor, if you would please stand and 
raise your right hand. Do you swear that the testimony you are 
about to give before this Subcommittee will be the truth, the whole 
truth, and nothing but the truth, so help you, God? 

Mr. Avi-Yonah. I do. 

Senator Levin. We will use the usual timing system today, and 
about a minute before the red light comes on, you will see the light 
change from green to yellow, giving you an opportunity to conclude 
your remarks, and your entire testimony and the testimony of all 
of our witnesses will be printed in the record. We ask you, if you 
would, to limit your oral testimony to no more than 8 minutes. 

Professor Avi-Yonah, please proceed with your statement. 

TESTIMONY OF REUVEN S. AVI-YONAH , 1 IRWIN I. COHN PRO- 
FESSOR OF LAW, UNIVERSITY OF MICHIGAN SCHOOL OF 

LAW, ANN ARBOR, MICHIGAN 

Mr. Avi-Yonah. Thank you very much, Chairman Levin and 
Ranking Member Coleman, and the whole Committee and Sub- 
committee for inviting me to testify today on dividend tax abuse. 


1 The prepared statement of Mr. Avi-Yonah appears in the Appendix on page 59. 
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There are three basically economically equivalent ways of invest- 
ing in U.S. stock and receiving dividend or dividend equivalent 
payments. The first is simply to invest in a physical stock. A for- 
eign buyer buys stock of a U.S. corporation, receives a dividend, 
and that, as you have indicated, Mr. Chairman, is subject to a 30- 
percent or sometimes a 15-percent withholding tax. That is what 
our law says. 

The second alternative is to engage in an equity swap. This is 
a type of transaction in which you enter into an agreement with 
a financial institution, a U.S. financial institution, under which you 
will at the end of the swap receive the appreciation or pay the de- 
preciation in the value of the stock, and during the course of the 
swap, you will receive dividend equivalents every time that the un- 
derlying stock pays a dividend. 

And the third one is a stock loan, where you have the stock, you 
lend it to a U.S. institution, and in exchange you receive dividend 
substitute payments. 

As their names indicated, dividend equivalents are equivalent to 
dividends, and dividend substitutes are substitutes for dividends. 
And, economically, the foreign investor is in the same position in 
all three transactions. In all of them, they are exactly at the same 
level at risk for the depreciation of the stock; they have the up side 
of the appreciation of the stock; and they receive the full amount 
of the dividends minus any fees that they have to pay for the finan- 
cial institutions arranging the transaction. 

However, for tax purposes, as was mentioned, these transactions 
are not treated alike. The actual dividend is subject to a dividend 
withholding tax per the code. The dividend substitutes are also 
subject to a dividend withholding tax; they are treated as dividends 
based on a regulation issued, proposed by the Treasury Depart- 
ment in 1992 and finalized in 1997. But dividend equivalents on 
the swaps are tax free because of the source rule that was men- 
tioned in the introduction. 

So when you have a situation like that where three identical, 
economically identical equivalent transactions are taxed differently, 
there is an open invitation to taxpayers to try to avoid the taxed 
ones and convert them or use the only tax-free one. And that is an 
invitation to abuse, and the abuse occurs, for example, as was men- 
tioned, when a foreign taxpayer actually holds a stock, sells it just 
before the record dividend date, receives a dividend equivalent, and 
then it reacquires the stock back. And sometimes, as was men- 
tioned, even sells it to the financial institution with which it enters 
the equity swap and receives the dividend equivalent from that fi- 
nancial institution. That is really the most extreme example, but 
I would say that even if they buy and sell the stock in the market, 
it does not matter, as long as they hold the actual stock before the 
record date and receive it back, buy it back after the record date 
and receive the dividend equivalent, that is a dodge as well. That 
is an abusive transaction, in my opinion. 

Now, Treasury has been aware of this problem for a long time. 
They first issued the — they created the loophole, as it were. They 
issued the regulation that made dividend equivalents under swaps 
tax free in 1991, as was mentioned. Already in the preamble to the 
proposed 1992 regulations on stock loans, they voiced concerns 
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about this, and, again, in another preamble to another regulation 
in 1998, they repeated their concerns. But it has now been 16 years 
since the first time they voiced a concern, and they have not really 
done anything. 

Moreover, in 1997, they issued Notice 97-66, which has had the 
effect, as interpreted by taxpayers, of making dividends subject to 
payments also tax free because of what I regard as a blatant mis- 
interpretation of the language of the notice. But because the notice 
did not say explicitly that the condition for not withholding on divi- 
dend substitutes from one foreign payer to another is that there 
will be an actual dividend withholding somewhere in the chain, be- 
cause the notice was, as was mentioned, intended to prevent over- 
withholding, taxpayers have used this to structure transactions in- 
volving stock loans and try to avoid the dividend withholding tax 
this way. 

Now, in my opinion, the solution is to make the three equivalents 
the same; that is, dividend equivalents should be taxed the same 
way the dividend substitutes are, and the dividend substitutes are 
treated as dividends, so all three should be treated as dividends. 
Moreover, because of the risk that it will be possible to structure 
transactions involving baskets of stock, for example, that behave 
equivalently to a single stock from an economic perspective, I think 
we should use the substantially similar or related property stand- 
ard, which is already well established and well developed in regula- 
tions that is addressed to these kind of transactions. That is, we 
should tax dividend equivalents whenever they are either dividend 
equivalents or a single stock or in a basket of stocks that is sub- 
stantially similar or relates property to a single share of stock. 

Moreover, the IRS should clarify Notice 97-66 to make clear that 
it never intended, as it states, to apply that notice to the situation 
where the taxpayer cannot show that the dividend has actually 
been collected anywhere in the process. 

Basically, the policy issue here is, if you step back for a moment, 
there is an argument — and I think it is a valid argument, although 
I do not ultimately agree with it. The argument is that we do not, 
as was mentioned, withhold taxes and interest payments typically 
with foreigners, and we do not withhold taxes typically by treaty 
and royalty payments, and those payments are deductible. Why 
should we, as a policy matter, withhold taxes on dividends when 
dividends are not deductible so we already collect the corporate- 
level tax? 

However, there is an argument that this policy is OK because 
dividends represent investments in unique U.S. taxpayers. For ex- 
ample, you cannot find many Microsofts in the world, and when 
Microsoft pays a dividend, foreign taxpayers would want to get that 
dividend, and they do not have an alternative investment opportu- 
nities like they have in the case of interest. But in any case, even 
if you disagree with the policy analysis and think that dividends 
should not be subject to withholding, that is a matter for Congress 
changing the law, and for the Senate, for example, to ratify treaties 
maybe that we reduce the dividend withholding to zero. 

A lot of taxpayers over the years and a lot of tax policy people 
have lobbied and have argued for a portfolio dividend exemption, 
just like we have a portfolio interest exemption. But, in my opinion, 
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as long as they are not persuasive, as long as they have not man- 
aged to persuade Congress to change the law, it is inappropriate 
for taxpayers to try to use dividend equivalents or dividend sub- 
stitutes to achieve a result that they have not been able to get Con- 
gress or the Senate to change by way of the code or the treaty. 
And, moreover, it is inappropriate for Treasury and the IRS to turn 
a blind eye because one way of explaining their behavior is to say 
they do not really believe in the withholding tax on dividends, and, 
therefore, they allow this kind of dodge to take place. And I think 
that is an inappropriate approach. It is up to Congress to deter- 
mine whether there should be withholding on dividends, and as 
long as that is the law, it is up to Treasury and the IRS to make 
sure the dividend withholding is, in fact, enforced. 

Thank you very much. 

Senator Levin. Thank you very much, Professor. That was very 
clear testimony, as always. 

Financial institutions selling these financial products to their 
non-U.S. clients to enable them to dodge U.S. dividend taxes, would 
you agree has just become an accepted way of doing business? 

Mr. Avi-Yonah. Yes, exactly. I think that this was identified as 
a problem as early as 1992 by the Treasury and as early as 1993 
in the literature. And since then, numerous articles have been writ- 
ten about it, but basically what is happening in the last 10 years 
is that the scope of it has really exploded, probably because of the 
growth of the hedge funds, and probably because — I once heard a 
tax lawyer describe this as an “approved loophole.” That was the 
language that was used. 

The interpretation of the inaction by the Treasury and the IRS 
has been that this must be an OK way of doing business. 

Senator Levin. Now, take a look at Exhibit 6, 1 if you would, 
which is an email between two employees of Maverick Capital, 
which runs a number of offshore hedge funds. The email is from 
2004. It describes a Microsoft special dividend announced that year 
to pay $3 on every Microsoft share for a total of $32 billion. 

On the second page of the email, it says the following: “Jim has 
been working on this for the last 2 months, and he got UBS to 
match the more aggressive offers we were getting from the Street. 
For LDC only, we lend the stock out and will get 97 percent of the 
dividend.” 

Would you say that these hedge funds pressuring financial firms, 
playing one off against the other to get dividend enhancement 
products to relieve them of having to pay a 30-percent dividend tax 
rate, that it has gotten to the point where financial institutions 
have to offer dividend enhancement products to be competitive, 
even if there is a tax risk? 

Mr. Avi-Yonah. I believe that is the case. And, in fact, one thing 
that is interesting about this is that if you watch it over time, the 
fees keep declining, so that in the beginning you can charge 15 per- 
cent and in the end you can charge 3 percent or 2 percent or 1 per- 
cent. And that is because there is so much competition, and the 
hedge funds can go from one financial firm to the other. 


1 See Exhibit No. 6, which appears in the Appendix on page 200. 
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Senator Levin. And, that percentage that you gave was a per- 
centage of the dividend. Is that correct? 

Mr. Avi-Yonah. That is a percentage of the dividend. So any- 
thing above 70 prercent is good from the taxpayer’s perspective be- 
cause 70 percent is what they get if they pay the full tax. So if they 
get 85 percent, it is good. But, of course, if they can get 97 or 98 
percent, it is even better. 

Senator Levin. Now, there is no hard data on how much the 
Treasury loses based on these gimmicks, these tax avoidance ap- 
proaches to these dividends, the way these payments are avoided. 
Would you estimate that this loss to the Treasury involved billions 
of dollars? 

Mr. Avi-Yonah. Yes, certainly. I mean, the only hard data is the 
one that I believe you cited, and that is the GAO report based on 
2003 data. What they say is that in that year, $42 billion in divi- 
dends were paid to non-U.S. corporate holders. They do not specify 
non-corporate holders. And of that, only less than $2 billion was 
collected as withholding tax. 

What is striking to me about that number is that it is less than 
5 percent, and 5 percent is typically the rate that by treaty we col- 
lect on direct dividends, that is, dividends paid to foreign parents 
of U.S. subsidiaries. 

So my conclusion from that is that essentially there is no with- 
holding tax on portfolio dividends at all, dividends paid on people 
who do not own 10 percent or more by vote of the shares. And the 
reason for that is that nobody except the hopelessly uninformed 
would engage in direct dividend bearing stock investment into the 
United States. 

What everybody does is what we have been talking about, name- 
ly, they get dividend equivalents, and we do not have data as to 
the size of dividend equivalents being paid to foreigners because no 
tax is collected, so nobody has the data. 

But I am convinced that billions are lost, and, in fact, the data 
that the Subcommittee has collected shows that for each bank it is 
hundreds of millions, or at least tens of millions, sometimes hun- 
dreds of millions. And over time, of course, it adds up to billions. 

Senator Levin. We have lost a lot of income to the Treasury, you 
estimate billions. I agree with that. What distortions to the market 
result when this occurs? You have dividends taxed, but dividend 
equivalents not taxed, substitute dividends not taxed. 

Mr. Avi-Yonah. The obvious distortion is that people engage in 
the transactions that are not taxed and do not engage in the trans- 
actions that are taxed. So sometimes as an economic matter or as 
a business matter, they would prefer to have the actual stock, the 
physical stock, or they would prefer to engage in a direct stock loan 
into the United States. And since both of these transactions are 
taxed, instead what they do is that they engage in a swap, which 
is economically equivalent in terms of their returns, but the terms 
of it and the precise business terms may be different. Or they 
would engage in transactions that are really meaningless in order 
to avoid the tax, like inserting an artificial foreign entity into a 
stock loan transaction so that the stock loan will be foreign-to-for- 
eign benefit from Notice 97-66; whereas normally they would do 
the stock loan directly into the United States. 
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So I think the main distortions are the distortion between the 
three forms of transactions, but also just useless and wasted trans- 
action costs when there are transactions that are engaging only for 
the purpose of avoiding taxes, all of the other transactions are just 
a burden on the economy. 

Senator Levin. Now, these problems have been known for 10 or 
more years. What in your judgment is the reason that the IRS and 
the Treasury have not taken this issue on and corrected it? Is it 
because there is a debate over the policy? Or is it because there is 
a debate over, whether that interpretation is clearly wrong? What 
is the reason? 

Mr. Avi-Yonah. I do not think there is a debate on the interpre- 
tation or the fix because we know they know how to fix it because 
that is what they did with dividend substitutes. They issued the 
dividend substitute rule. They proposed it in 1992. They finalized 
it in 1997. They knew how to fix that. I mean, before that rule, div- 
idend substitute also could be arguably tax free. 

They made the mistake with Notice 97-66. I do not think that 
was deliberate. I think they were duped, essentially, into thinking 
there was an overwithholding problem that did not really exist, 
and they did not think about the ways — they did this very fast, 
within a month of issuing the final regulations, so they did not 
really think about the way the notice could be abused. 

Fundamentally, I do think — or at least this is my surmise — that 
on some level it is a policy debate. I have had this discussion with, 
for example, former Clinton Administration tax officials who told 
me that fundamentally the issue is whether there should be with- 
holding on dividends, and they do not fundamentally believe there 
should be withholding on dividends because the corporate tax is al- 
ready paid and dividends are not deductible and because we have 
a portfolio interest exemption and, arguably, it is possible to con- 
vert dividends to interest and vice versa. So, therefore, why should 
they try to enforce the law in this particular regard? And as I said, 
I think that is inappropriate. 

Senator Levin. Now, if we decide — and I hope we do — that the 
clear intent of the law is that dividends or these foreign distribu- 
tions of dividend amounts be taxed, that is the clear intent of the 
law, if we decide that, how do we enforce the law? Do we need to 
amend the law, particularly as it relates to swaps? As it relates to 
the loans? If the Treasury refuses to clarify their regulation, do we 
pass a law? Assuming that we want to enforce the policy, which is 
clearly intended currently, how do we do that? 

Mr. Avi-Yonah. Well, in principle, since this is all regulatory, it 
is either regulations or even just a notice, Treasury can tomorrow, 
at least certainly prospectively, amend its regulations and clarify 
the notice. 

Senator Levin. On both swaps and 

Mr. Avi-Yonah. Yes, on both swaps and 

Senator Levin. And if they refuse to do this, as they have 

Mr. Avi-Yonah. Then I think 

Senator Levin [continuing]. For 10 years, then what? 

Mr. Avi-Yonah. Then I think legislation is appropriate, and I 
think the legislation should say that dividend equivalents on single 
stock swaps and on economically equivalent baskets of stocks 
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should be treated like dividend substitutes and that dividend sub- 
stitutes should be subject to withholding if there is no showing that 
there was an actual withholding somewhere in the chain. I think 
that would be appropriate. 

Senator Levin. Thank you. Senator Coleman. 

Senator Coleman. Thank you. Thank you, Mr. Chairman. 

In some ways, this is complex. But in many ways, it is actually 
pretty simple. And yet your testimony took a very complex issue 
and made it very simple. There is a form of transaction here in- 
volving dividend-paying U.S. securities, and the Treasury and IRS 
have set it up so that it is very easy to avoid the tax consequences 
of these transactions. And folks have known about that for years. 
And the Chairman asked the $64,000 question: Why have we not 
acted on this? Your response confirms what I have been reflecting 
on. 

Our tax policies are such that they favor foreign investment. We 
want foreign investment in this country. Is that correct? 

Mr. Avi-Yonah. Yes. 

Senator Coleman. So non-U. S. persons who deposit money with 
a U.S. bank or securities firm do not pay tax on interest earned or 
capital gains, and it almost seems to me that this situation exists 
because Congress has failed to clarify this one way or the other. 

Mr. Avi-Yonah. Well, there are policy issues going in both direc- 
tions. The argument for interest is pretty clear, and that is why 
since 1984 we have not been withholding on interest, and that is 
that interest is simply money lent, and money can be lent any- 
where in the world, and the interest rate is basically determined 
on the global market. And if we impose, try to impose withholding 
taxes on interest, then either the money will simply go somewhere 
else, and instead of coming here, it will go to another one; or maybe 
more likely because we are a big market, the interest cost will sim- 
ply be shifted forward to American borrowers, and they will have 
to bear it. And that is not particularly good either because it in- 
creases the cost of capital. That is the argument for interest. 

And the other one for royalties, for example, which are exempt 
by treaty, is that because we have a lot of intangibles in this coun- 
try developed, we benefit more from foreigners not taxing royalties 
coming to us than we do by excusing royalties paid to them. So as 
a revenue matter, it is a gain. 

Now, dividends are different, though, because dividends are an 
investment in U.S. companies. So if you take Microsoft, which is 
a prominent company in these examples because it pays very big 
dividends out after — the dividend tax was reduced in 2003 — $32 
billion, as was mentioned. Now, that particular stock represents a 
unique investment opportunity. There is no other Microsoft in the 
world. They have what the economists call “rents”; that is, they 
have unique intangibles that they develop — Windows software and 
all the rest of it — and that is the only company that has it and the 
only company where you can make that particular money. 

So, in my opinion, even if we tax the dividend on Microsoft and 
tax dividend equivalents on Microsoft stock, the foreigners will still 
come, and they will still invest in Microsoft because of this unique 
opportunity. And my judgment is that in most situations that is 
the case. 
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In addition, one thing that needs to be investigated on the policy 
level is what is the policy of our trading partners on dividends and 
dividend equivalents? And at least in one case — namely, the U.K. — 
I know that they tax dividends and what they call manufactured 
dividends, which is dividend equivalents, etc. 

Senator Coleman. If I can follow up on that question about 
whether the folks would simply accept the 30-percent haircut in 
order to get Microsoft, are there close, overseas alternatives, areas 
where the investors would simply shift their capital? 

Mr. Avi-Yonah. Yes. 

Senator Coleman. What are they? 

Mr. Avi-Yonah. Well, there are, I would imagine, American com- 
panies where you can — I mean, if you are looking at an investment 
at, let’s say, General Motors or Toyota or Volkswagen, maybe they 
are equivalent enough so that if we tax GM, they would shift to 
Toyota or shift to Volkswagen, or Daimler or whatever. And in 
those kind of industries where American companies do not have a 
unique competitive advantage, there would be a risk of imposing a 
tax that you would be shifting the investment elsewhere. So that 
is the policy debate about whether we should be taxing dividends 
or not. 

Senator Coleman. And that is a legitimate policy. One part of 
the concern I have here — and the Chairman has done a tremen- 
dous job of identifying the problem is: What is the solution? I am 
not sure I am there yet. But one of the solutions could simply be 
let’s not tax dividends, treat them like capital gains, treat them 
like interest, and then what you do is you take a lot of folks out 
of the business, but you no longer have the ambiguity and you no 
longer have agencies involved in turning a blind eye to something 
that we all see going on. 

Mr. Avi-Yonah. Yes, and I think that is a legitimate argument 
for Congress to have. The problem is that this argument has been 
made to Congress for many years, and they have not acted. And 
as long as they have not acted, I do not think it is appropriate for 
taxpayers to avoid the actual dividend tax that we have in place. 
Nor is it appropriate for Treasury and the IRS to close a blind eye 
to these transactions. 

Senator Coleman. I do not disagree with that assertion, Pro- 
fessor. Thank you, Mr. Chairman. 

Senator Levin. Thank you. I think that is exactly the issue. The 
IRS here is not the policymaker. They are supposed to be enforcing 
the law. The law is that these dividends are supposed to be tax- 
able. I do not think there is any doubt about the intent of this law. 
The IRS, indeed, I think knows that is the intent. And so even 
though you may have a policy debate going on in the IRS, which 
may be a perfectly appropriate debate, that is not the issue before 
us. The issue before us is we have a tax law, and it is being avoid- 
ed and evaded by these kinds of gimmicks which clearly are in- 
tended to avoid what is the clear intent of the law. And the IRS, 
knowing that, is doing nothing. And that is unacceptable in terms 
of any kind of a separation of powers. 

Mr. Avi-Yonah. Yes. 

Senator Levin. You cannot have the IRS become the policy- 
maker. They can recommend changes in policy if they want to, and 
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that is a perfectly fair issue. But what they cannot do is not enforce 
the law because that opens up the kind of lawlessness which we 
have seen on these offshore tax havens, which have resulted in a 
loss of literally, we think, of $100 billion a year. I am determined 
to stop that. That is the remedy that, one way or another, I am 
going to fight to get established: Enforce the tax laws. And if we 
want to change them, change them. But do not evade them, do not 
avoid them, do not ignore them, do not circumvent them with the 
use of these transactions and concocted structures which have as 
their purpose getting around the clear intent of our tax laws. This 
is where we have got to fight back, and we need the IRS to help 
us in that fight. 

You have been very helpful in terms of clarifying what the issues 
are and then distinguishing between the policy issues and the en- 
forcement issues. 

Senator Coleman, do you have anything else? 

Senator Coleman. No. 

Senator Levin. Again, let us thank you for all you have done 
here. 

Mr. Avi-Yonah. Thank you very much. 

Senator Levin. Now, our second panel of witnesses today are Jo- 
seph Manogue — who is the Treasurer of Maverick Capital of Dal- 
las, Texas; Richard Potapchuk, the Director of Treasury and Fi- 
nance at Highbridge Capital Management of New York; and Gary 
Wolf, who is the Managing Director of Angelo, Gordon & Co., of 
New York. 

If you could come and stand and raise your right hands, please. 
Do you swear that the testimony you are about to give before this 
Subcommittee will be the truth, the whole truth, and nothing but 
the truth, so help you, God? 

Mr. Manogue. I do. 

Mr. Wolf. I do. 

Mr. Potapchuk. I do. 

Senator Levin. Thank you so much. Thank you for being here. 
I think you heard me describe the timing system before, so I will 
not repeat that. 

Mr. Manogue, we will have you go first. Am I pronouncing your 
name correctly? 

Mr. Manogue. Yes, you are. 

Senator Levin. Thank you. And then you will be followed by Mr. 
Potapchuk. Am I pronouncing your name correctly? 

Mr. Potapchuk. Yes, you are, Chairman. 

Senator Levin. Thank you. And then Mr. Wolf, and then after 
hearing from all of you, we will then turn to questions. 

So, Mr. Manogue, please. 

TESTIMONY OF JOSEPH M. MANOGUE , 1 TREASURER, 
MAVERICK CAPITAL, LTD., DALLAS, TEXAS 

Mr. Manogue. Thank you. Members of the Permanent Senate 
Subcommittee, my name is Joseph Manogue, and I am the Treas- 
urer of Maverick Capital, Ltd. I submit this statement as Mav- 
erick’s representative in response to the invitation that we received 


lr The prepared statement of Mr. Manogue appears in the Appendix on page 67. 
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late last week from the Subcommittee in order to assist the Sub- 
committee in its review of certain industry practices that have been 
commonly referred to as “dividend enhancement transactions.” 

Maverick is an investment advisor that manages client capital 
primarily through hedging strategies based on long and short posi- 
tions in U.S. and foreign equity securities. To that end, Maverick 
undertakes typical industry transactions, including the purchase 
and sale of stocks, shorting stocks, and borrowing and lending 
stocks. 

Investors in Maverick managed funds include both U.S. and for- 
eign institutions and individuals, and our funds include both do- 
mestic and foreign entities in structures that are typical for our in- 
dustry. I would like to note in particular that our structures and 
policies provide for investment by U.S. taxpayers in domestic part- 
nerships that are subject to full Internal Revenue Service return 
and information reporting requirements that typically apply in a 
domestic context. 

In 1994, Maverick made the decision to register as an investment 
adviser under the Investment Advisers Act of 1940, and thereby 
voluntarily submitted to periodic review and inspection by the Se- 
curities and Exchange Commission. Our company prizes above all 
its reputation for client service and the highest ethical standards. 

In the course of its operations, Maverick utilizes the services of 
a variety of prime brokerage firms that support implementation of 
its trading strategy on behalf of Maverick’s client funds. These 
firms are among the most well-established institutions on Wall 
Street. Beginning in the late 1990s and through the subsequent 
years, the services offered by these firms included dividend en- 
hancement programs. 

The proposal was as follows: U.S. tax laws subjected dividends 
paid by U.S. companies to foreign stockholders to a 30-percent 
withholding tax. Under the relevant tax regulations, however, 
foreign investors who received equivalent payments under total re- 
turn swaps and foreign stockholders of U.S. companies who re- 
ceived substitute dividend payments from many foreign stock bor- 
rowers were not subject to the 30-percent withholding tax. 

Maverick’s financial institution service providers offered to help 
Maverick enter into total return swap transactions that involved 
Maverick’s Cayman funds selling the U.S. company stock eligible 
for an expected dividend to the financial institution for a price and 
negotiated fees that would be substantially equivalent to getting 
the value of the dividend. Alternatively, they suggested that Mav- 
erick’s Cayman Island funds should consider lending the U.S. com- 
pany stock to a Cayman affiliate of the service provider. In consid- 
eration for the loan, the financial institution’s Cayman affiliate 
would pay to the Maverick Cayman fund an amount that was 
somewhat less than the dividend but exceeded the amount that it 
would have received had it received the dividend net of the tax. 

Maverick’s tax personnel considered these proposals and exam- 
ined the tax regulations that applied to these transactions. Taking 
into account their compliance with the rules, the number of dif- 
ferent blue chip firms offering the services, and their assurances 
that the transactions had been thoroughly vetted, there seemed to 
be little cause for concern that they were legitimate. 
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Of the alternatives presented, however, those requiring that the 
Maverick Cayman funds enter into swaps directly presented great- 
er complexity relating to variable transaction terms and oper- 
ational considerations than those providing for simple stock loans. 
Moreover, IRS Notice 97-66 appeared to provide express confirma- 
tion that “substitute dividend payments” received with respect to 
stock loans to a borrower located in the same jurisdiction as the 
lender would not be subject to the withholding tax. 

Thus, in 1999, Maverick began engaging in dividend enhance- 
ment stock loans in reliance on Notice 97-66. On a case-by-case 
basis, a Maverick employee would ask one of the financial institu- 
tions that had offered to provide dividend enhancement services 
whether it wished to borrow a particular security. If the financial 
institution did wish to borrow that security, Maverick would nego- 
tiate terms with that institution. We did not engage in swaps or 
other cross-border transactions for purposes of dividend enhance- 
ment, and we did not participate in any subsequent transactions 
involving the borrowed shares that may have been undertaken by 
the borrowers. 

We engaged in these transactions through various financial insti- 
tutions until 2007. In 2007, however, the business press published 
a number of reports about these programs and suggested that the 
IRS was taking a close look at their legitimacy. Understandably, 
the financial institutions involved suspended the services until any 
questions about the industry practices could be resolved. Maverick 
estimates that its Cayman funds received approximately $63 mil- 
lion in substitute dividend payments beyond the amount that they 
would otherwise have received as a result of participation in divi- 
dend enhancement stock loan transactions since 2000. 

When the staff of this Subcommittee issued a request for infor- 
mation earlier this year, our counsel promptly complied by pro- 
ducing thousands of pages of documents. We have made our per- 
sonnel available to assist the staff in understanding industry prac- 
tices in this area and, on the basis of numerous discussions over 
the past several months, believe we have developed a candid and 
cooperative relationship. I am hopeful that they have conveyed con- 
sistent impressions of Maverick to you. 

The regulation and taxation of financial transactions such as 
those under discussion today are complex and evolving subjects. As 
I have indicated, we believe we have acted in accordance with the 
governing legal precedents and existing guidance, but understand 
that those precedents may be subject to further interpretation or 
revocation on the basis of further policy review such as the one you 
are conducting here. Maverick will conform to any new laws and 
regulations that result from this review. 

Thank you very much. 

Senator Levin. Thank you. And we also want to acknowledge the 
cooperation of your company. You have indeed cooperated with the 
Subcommittee. We very much appreciate it, and we are not the 
least bit reluctant to thank you for that. 

Mr. Potapchuk. 
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TESTIMONY OF RICHARD POTAPCHUK , 1 DIRECTOR OF TREAS- 
URY AND FINANCE, HIGHBRIDGE CAPITAL MANAGEMENT, 

LLC, NEW YORK, NEW YORK 

Mr. Potapchuk. Thank you, Mr. Chairman and Members of the 
Subcommittee and staff. I want to thank you first for this oppor- 
tunity to appear before you at this hearing. My name is Richard 
Potapchuk. I am the Director of Treasury and Finance at 
Highbridge Capital Management, LLC. 

Highbridge is New York-based investment adviser that manages 
a group of investment vehicles more commonly known as “hedge 
funds.” We currently have $27 billion under our management. 

Over a period of many years reaching back into the 1990s, 
Highbridge has used financial instruments known as “total return 
swaps” for a variety of different investment purposes. One such 
purpose, which is the subject of today’s hearing, is to gain financial 
exposure to U.S. dividend-paying securities on behalf of non-U.S. 
investors in a manner that does not subject certain of those dis- 
tributions to these non-U.S. investors to a dividend withholding tax 
of 30 percent. Highbridge’s position on this subject is set out in 
more detail in my written testimony which has been submitted to 
you earlier. 

In these opening remarks, I would like to highlight three points. 

First, Highbridge does not design investment strategies solely to 
profit from the tax status of payments received under total return 
swap agreements. Our investment decisions were and continue to 
be guided by our analysis of the securities to which we want to 
gain economic exposure. Once these investment decisions are made, 
like any other prudent investment manager or investor, we choose 
a form of investment, among other things, that is both lawful and 
minimizes our costs. 

Second, we believe the transactions in which we engaged are 
lawful. In entering into these transactions, we have prudently 
sought tax advice, legal advice, and we are mindful of the legal con- 
sensus about the transactions. In light of this consensus, total re- 
turn swap transactions have been widely used in the financial in- 
dustry for many years, as you well know. 

Third is the question of whether changes in the tax treatment of 
certain total return swap payments are appropriate and/or desir- 
able? This question is a very complicated one and has no simple 
or easy answer. And, of course, it is a decision really for you, the 
lawmakers and the authors of the tax code. Highbridge will be 
happy to provide any information or insight that it can to help ad- 
dress this question. 

I am pleased, of course, to answer any questions you may have 
on any of these subjects. And, again, I thank you very much. 

Senator Levin. Thank you very much, Mr. Potapchuk, and we 
want to also acknowledge the cooperation of your company. We ap- 
preciate that very much. 

Mr. Wolf. 


lr The prepared statement of Mr. Potapchuk appears in the Appendix on page 70. 
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TESTIMONY OF GARY I. WOLF , 1 MANAGING DIRECTOR, 
ANGELO, GORDON & CO., NEW YORK, NEW YORK 

Mr. Wolf. Thank you, Mr. Chairman. My name is Gary Wolf. I 
am a Managing Director at Angelo, Gordon & Co., a Delaware lim- 
ited partnership and an SEC-registered investment adviser. 

Angelo, Gordon & Co. was founded in 1988 and currently man- 
ages with its affiliates in excess of $19 billion. We seek to achieve 
attractive risk-adjusted returns while preserving capital primarily 
through investments in non-traditional strategies. Angelo, Gordon 
& Co. manages capital across four principal lines: Distressed debt 
and par loans; real estate; private equity; and hedged strategies. 
Our client base is global and is comprised of institutions including 
corporations, public funds, endowments, foundations, and high-net- 
worth individuals. We have associated offices in London, Amster- 
dam, Hong Kong, Seoul, Tokyo, Singapore, and Mumbai. 

I joined the firm in 1993 and have been a convertible securities 
research analyst and portfolio manager during the past 15 years. 
Since 1995, I have been the head of the firm’s convertible securities 
department. 

The Subcommittee has asked me to testify about one investment 
product which has been offered by investment banks for many 
years. The use of this product, often referred to as a “swap” or a 
“CFD,” has been common practice in the financial world and was 
marketed to Angelo, Gordon & Co. by many of the largest, most so- 
phisticated investment banks in the world. The investment banks 
offering these products represented to Angelo, Gordon & Co. that 
the structure of these transactions, including the tax implications, 
had been cleared by their legal advisers, a position which was con- 
firmed by our own legal advisers. Angelo, Gordon & Co. did not 
construct or market these swap products but, rather, these prod- 
ucts were created and marketed by the investment banks. 

While the specific products offered by different investment banks 
varied in particular aspects, this product in general is one in which 
the investor is not the actual owner of the security but, rather, en- 
ters into a contract with the investment bank to receive or to make 
payments which mirror the performance of the referenced security. 
The investment banks, which is the counterparty to the contract, 
may or may not actually hold or own the security. If the price of 
the security rises, the investment bank is obligated under the con- 
tract to pay an amount equal to that increase. If the price of the 
security falls, the investor must pay the bank an amount equal to 
the decline. Under the contract, an amount equal to some or all of 
the value of any dividend paid to stockholders during the contract 
period is paid to the investor by the investment bank. 

Depending on the specific circumstances of a given transaction, 
sometimes the best way to maximize returns for our investors was 
to engage in a swap transaction. While I am not a tax expert, it 
is my understanding that while the person or entity actually own- 
ing the security and receiving the actual dividend payment may be 
subject to the Federal tax on dividends, the tax treatment of a pay- 
ment received under a contract is determined by other provisions 
of the tax code. At times, this tax treatment of swaps will provide 


x The prepared statement of Mr. Wolf appears in the Appendix on page 75. 
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a tax benefit resulting in a higher total yield on the investment for 
a foreign investor. This benefit was a central aspect of the mar- 
keting pitches that were made to us by the investment banks. 

While the tax consequences were a significant factor considered 
in deciding whether to enter into a swap transaction, this was far 
from the only consideration. In fact, there were other significant 
economic realities that factored into the decision to enter into a 
swap transaction, including increased leverage and competitive 
transparency benefits. While swap transactions do have a signifi- 
cant number of positive benefits, including those related to lever- 
age, transparency, and tax, there are a number of potential nega- 
tive consequences or risks associated with such transactions. There 
was the economic reality that since we would not be the actual 
owner of the security, we would not have the normal stockholders 
role in the control of the company. Also, there were often signifi- 
cant transaction costs associated with swap transactions, including 
the fees for leverage. In addition, unlike those situations where we 
held the actual security under a swap contract, we were exposed 
to the risk that our counterparty would not make the payments 
called for by the contract. Recent events have demonstrated that 
counterparty risk is real. 

We were told by the investment banks, as well as by our own 
legal advisers, that this form of investment offered a legal way for 
us to enhance or maximize our total return since we would be re- 
ceiving contract payments and not actual dividend payments. The 
investment strategies we pursue are not designed around dividends 
but, rather, focus on movement in the price of the equity. While the 
value of any dividends paid during the time we held a position in 
a company would be, we hoped, minor compared to what we would 
realize from the movement of the price of the security, we were at- 
tracted to a form of investment that resulted in lower rather than 
higher taxes for our investors. Just as an individual deciding be- 
tween renting and homeowner ship is well advised to consider the 
tax consequences of each approach, it is incumbent on financial 
firms and institutions to also consider the tax consequences, among 
many other factors, inherent in a given transaction. 

The tax advantage of these products was certainly one of the pri- 
mary considerations that made them attractive when they were 
marketed to us by the investment banks. But the tax advantage 
was not the only substantive aspect of these contracts. During the 
time period when Angelo, Gordon & Co. was active in swap trans- 
actions, leverage was also a considerable factor driving such deci- 
sions. In fact, often one of the most important negotiation points 
when entering into a swap transaction was the amount of leverage 
that could be obtained. Leverage was deemed to be so critical to in- 
vestment decisions that the prime brokerage arms of investment 
banks would compete for business on the basis of the amount of le- 
verage that could be offered. 

Another significant benefit associated with swap transactions re- 
lates to competitive transparency. When Angelo, Gordon & Co. 
holds a security in swap, it prevents other competing investors 
from tracking and either mirroring or undermining our positions. 

Given the myriad of benefits and positive economic results that 
can be realized through swap transactions, Angelo, Gordon & Co. 
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engaged in such transactions on a global level, and this activity 
was not simply limited to U.S. dividend-paying securities. In fact, 
Angelo, Gordon & Co. has entered into swap transactions for secu- 
rities ranging from U.S. convertible bonds to bank debt to foreign 
securities — none of which would be subject to the U.S. withholding 
tax even if owned directly. And this has been the case with both 
our domestic and foreign funds. 

My understanding is that some of the recent media discussion re- 
garding swap transactions has centered on the practice of acquiring 
a position in a security shortly before dividend date and then 
exiting that position shortly after the dividend date, often referred 
to as “bracketing” a dividend. Not only did Angelo, Gordon & Co. 
not engage in bracketing dividends, but such a practice runs 
counter to Angelo, Gordon & Co.’s core investment philosophy of fo- 
cusing on well-researched, longer-term investments. Almost always, 
Angelo, Gordon & Co. would hold the security in swap for at least 
9 months, and sometimes as long as 2 years. In only a handful of 
instances did Angelo, Gordon & Co. hold a security in swap for less 
than 30 days. 

Finally, due to economic and business realities in the market- 
place, and at Angelo, Gordon, and Co. the firm currently engages 
in very few swap transactions, and the number of swap trans- 
actions engaged in has decreased significantly over time. Given the 
decrease in opportunities in the marketplace, Angelo, Gordon & 
Co.’s dedicated convertible securities funds, which used to engage 
in such swap transactions, closed in late 2006. Angelo, Gordon & 
Co.’s real estate securities funds, which also used to engage in such 
swap transactions, closed in late 2007. Notably, the significant de- 
crease in swap transactions has had no relationship to any change 
in the tax treatment of dividend-based payments but, rather, is 
based on other economic and business realities. 

I hope my testimony has aided the Subcommittee in under- 
standing these issues, and I will do my best to answer any ques- 
tions you might have. 

Senator Levin. Thank you very much, Mr. Wolf, and thank you 
and your company for your cooperation also with the Sub- 
committee. 

Mr. Manogue, let me start with some questions to you. You have 
engaged in the stock loan transactions with financial institutions 
to enhance dividends for some time. Is that correct? 

Mr. Manogue. That is correct. 

Senator Levin. What was the purpose of those transactions? 

Mr. Manogue. The purpose of the transactions was to enhance 
dividends. 

Senator Levin. And how long would a typical transaction last? 

Mr. Manogue. Over the years, that has been negotiated, so it 
has been different time periods. But it ranged from 30 days down 
to 15 days. 

Senator Levin. And then after the 15 days or 30 days, or what- 
ever the period was, the stock would be returned? 

Mr. Manogue. That is correct. 

Senator Levin. Now, when you say that the purpose of these 
transactions, loan transactions, was for dividend enhancement — 
and we appreciate your candor on that — the dividend itself was not 



23 


enhanced, as I understand it, but rather the amount of the divi- 
dend was not enhanced. The enhancement came through the tax 
not being paid. Is that correct? 

Mr. Manogue. Through the substitute dividend payment, yes, 
correct. 

Senator Levin. And that not being taxable. 

Mr. Manogue. Correct. 

Senator Levin. Is that why that particular technique was pitched 
to you by the financial institution, in order to enhance the dividend 
through its not being taxable? Was that the basis of the pitch to 
you from whatever financial institution was 

Mr. Manogue. Correct. That was the premise. And I just want 
to clarify one point. I am not a tax expert, so I am not sure that 
a substitute dividend is not necessarily taxable. 

Senator Levin. All right. But the payment that you received was 
not taxable. 

Mr. Manogue. Correct. 

Senator Levin. OK. Now, Mr. Wolf, I wonder if you would take 
a look at Exhibit 16 in the book that is in front of you. 1 If you look 
at page 2 of that exhibit where it says that Gary Wolf called re- 
garding the swap that was discussed? 

Mr. Wolf. Yes, sir. 

Senator Levin. And he said that he — “Gary Wolf called regarding 
the swap that was discussed on his prefs.” 

Mr. Wolf. Yes. 

Senator Levin. “Prefs,” what is that? 

Mr. Wolf. Preferred securities. 

Senator Levin. “And he said that he is being quoted by other 
brokers on the street 100-percent dividend doing it via a total re- 
turn swap as opposed to the 92 percent that we offer. He said he 
would be looking to do this on a more long-term position as opposed 
to ones that he knows they will be getting out of.” Is that accurate? 
Do you remember that phone call? 

Mr. Wolf. Vaguely. 

Senator Levin. All right. And to the extent that you remember 
it, was the return on that swap important to you? 

Mr. Wolf. Sure. 

Senator Levin. The transactions that you engaged in there were 
aimed at enhancing your dividend. Is that correct? 

Mr. Wolf. That was one of the significant factors in entering 
into a total return swap or a CFD. 

Senator Levin. Was that, would you say, a significant factor? Is 
that the way you would phrase it? 

Mr. Wolf. Well, I would say it is a very significant factor — in 
fact, a primary factor; but not the only economic substance to the 
transaction. 

Senator Levin. All right. And, Mr. Potapchuk, let me ask you the 
question. Did you engage in the transactions that we are discussing 
here to enhance the dividend? 

Mr. Potapchuk. We do engage and have engaged for quite some 
time, back into the 1990s, in transactions involving taking expo- 
sure to securities in the form of total return swap, yes. With re- 


x See Exhibit No. 16 which appears in the Appendix on page 223. 
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spect to the stock lending transactions that were referred to, the 
answer to that is no. 

Senator Levin. In terms of the swaps? 

Mr. P OTAPCHUK. In terms of stock loan transactions, no. 

Senator Levin. What about swaps? Did you engage 

Mr. P otapchuk. Swaps, yes. We engaged, have engaged, and 
continue to engage in transactions that involve taking exposure to 
securities in the form of total return swaps. 

Senator Levin. All right. And the principal purpose there 
was 

Mr. P otapchuk. Well, the principal purpose 

Senator Levin. The principal reason, I think your testimony is, 
although not necessarily the only reason, of these total return 
swaps was to reduce the tax burden on the non-U.S. investors. Is 
that your testimony I am reading from? 

Mr. P otapchuk. Yes. There are other economic reasons for enter- 
ing into a swap, but quite frankly, the most compelling one by far 
is the tax savings. And without that tax savings, a lot of those 
swaps, I would say, at Highbridge would not have occurred. 

Senator Levin. Thank you. 

Mr. P otapchuk. Some would and some would not. 

Senator Levin. But many of them would not have occurred? 

Mr. P otapchuk. That is true. 

Senator Levin. Mr. Manogue, you said that in 2007 a number of 
financial institutions suspended offering dividend enhancement 
services. 

Mr. Manogue. That is correct. 

Senator Levin. And how many stopped, and who were they? 

Mr. Manogue. To the best of my knowledge, all of them stopped. 

Senator Levin. Let me ask each of you, how did your firm learn 
about these types of transactions in the first place? Did this come 
from a financial institution of some kind? 

Mr. Manogue. Yes, financial institutions would market us for 
this product. 

Senator Levin. “Mark” you? What does that mean? 

Mr. Manogue. Market. 

Senator Levin. Oh, market. 

Mr. Manogue. They would come up and try to convince us to buy 
their product. 

Senator Levin. Who are some of those institutions; do you re- 
member? 

Mr. Manogue. Over the years they have ranged from every 
major financial institutions, but, in particular, for us it was UBS, 
Merrill Lynch, Morgan Stanley, Lehman Brothers, Nomura, and 
ING. 

Senator Levin. OK, so they initiated it, came to your company 
to try to persuade you to use the type of transaction? 

Mr. Manogue. Yes, they did. 

Senator Levin. Mr. Potapchuk, did you initiate this or was this 
a financial institution which marketed this to you? 

Mr. Potapchuk. Well, as I explained, what we do at Highbridge 
is enter into total return swap transactions and not the other stock 
lending type transactions. We enter into total return swaps for, 
again, many other reasons in many other markets. We are very 
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aware that under current tax law, payments under total return 
swaps are not subject to dividend withholding, so 

Senator Levin. There was not a financial institution which came 
to you to market it? 

Mr. P otapchuk. They all come to us to market it in the sense 
that we may be doing it with someone, with a UBS company, and 
they would like us to do it with them instead just to gain some 
market share of our business. But once approached by any of these 
firms, we have a practice whereby internally we vet any of the 
issues that they bring up. We confer with our own in-house coun- 
sel, our own in-house tax advisers. We go outside to the extent we 
need to with our tax professionals. And we basically came to the 
same conclusion as they did with respect to the appropriate tax 
treatment of these payments under the swap contracts. 

Senator Levin. But these total swaps are marketed to you? 

Mr. P otapchuk. They are marketed to us, just like a normal 
prime brokerage is marketed to us, yes. 

Senator Levin. And when they are marketed to you as the prin- 
cipal — I will leave it there. 

Mr. Wolf, how did your company get involved in the swaps? Was 
this something internal, or was this marketed to you by financial 
institutions? 

Mr. Wolf. It was marketed to us by a number of major financial 
institutions. 

Senator Levin. And who are they? 

Mr. Wolf. Several on this list that are — Lehman Brothers, Deut- 
sche Bank, Morgan Stanley, Goldman Sachs, Merrill Lynch, and 
others. 

Senator Levin. OK. Mr. Manogue, is Maverick LDC a U.S. com- 
pany? 

Mr. Manogue. No. It is a Cayman Island entity. 

Senator Levin. And how many people does Maverick have in the 
Caymans? 

Mr. Manogue. We do not have any. 

Senator Levin. So this is a company that you own that is in the 
Caymans or listed in the Caymans, but you do not have any people 
there? 

Mr. Manogue. Correct. It is registered in the Caymans. 1 

Senator Levin. Registered. Thanks. So you do not have an office 
there? 

Mr. Manogue. Correct. 

Senator Levin. And how many people do you have in the United 
States? 

Mr. Manogue. Close to 200 people. 

Senator Levin. And where are the investment specialists who 
make all the investment decisions, perform all the investment deci- 
sions, and perform all the research located? 

Mr. Manogue. We have several offices here in the United States. 
The primary office would be Dallas as well as New York City. 

Senator Levin. But all the 200 or so are in the United States? 


1 See Exhibit No. 35 which appears in the Appendix on page 300 for clarification of these re- 
marks. 
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Mr. Manogue. Almost all of them. We do have some folks in 
London, Taipei, and Shanghai. 

Senator Levin. All right. Now, when you performed the stock 
loan transactions with UBS, the record indicates that the trans- 
actions were with UBS’ Cayman Island facility. If you would take 
a look at Exhibit 10, 2 and this is the way UBS described its Cay- 
man Island facility. It said, “UBSCL is not licensed, registered, or 
regulated, e.g., by reason of capital adequacy requirements, as a 
broker-dealer or similar entity in any jurisdiction, cannot access 
the capital markets except through a broker-dealer, and does not 
hold itself out as a broker-dealer. UBSCL” — that is their Cayman 
operation — “is not and does not hold itself out as being capable of 
servicing customers, e.g., it does not possess adequate systems or 
personnel. UBSCL’s counterparties do not view themselves as 
UBSCL’s customer. And UBSCL does not have any fiduciary duties 
to its counterparties. UBSCL does not make markets, possess in- 
ventory, or have an established place of business. UBS does not 
hold itself out as a merchant or as willing to enter into either side 
of securities or derivative trades.” 

I cannot think of a better definition of a shell than that one. 

Now, your operation in the Caymans, as you just indicated, was 
a shell operation, and over the years the stock loan transactions be- 
tween the two Cayman Islands shells cost the U.S. Government 
about $90 million in dividends that were not withheld. And that 
loss came because the transactions supposedly took place between 
the two Cayman entities. So far are you with me? 

Mr. Manogue. I am with you, Senator. 

Senator Levin. OK. Do you disagree with anything I have said 
so far on this question? 

Mr. Manogue. Well, I am not sure what the question is, but 

Senator Levin. Well, what I have said so far, that there were two 
entities — there was a loan transaction between — one of them was 
your entity, which you have described as not having any people 
there and being registered there; the other one, UBS described just 
the way I have just read it. 

Mr. Manogue. Yes. 

Senator Levin. Were you aware that UBS Cayman 

Mr. Manogue. We knew of the entity, yes. 

Senator Levin. All right. Now, do the financial institutions that 
Maverick has dealt with more recently also run these trades 
through these kind of registered offices in offshore jurisdictions? 

Mr. Manogue. Yes. 

Senator Levin. And, again, I think you have been clear that the 
trades are structured through these jurisdictions as a way of en- 
hancing your dividend, as you put it. So I think you have been 
clear on that. 

Now, Mr. Wolf, does Angelo, Gordon & Co. have a Cayman Is- 
land hedge fund? 

Mr. Wolf. We have — yes. 

Senator Levin. And how many people do you have in the Cay- 
mans? 

Mr. Wolf. We do not have any employees in the Caymans. 


2 See Exhibit No. 10 which appears in the Appendix on page 216. 
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Senator Levin. Do you have an office in the Caymans? 

Mr. Wolf. No. We have an administrator. 

Senator Levin. No employees? 

Mr. Wolf. That is correct. 

Senator Levin. And about how many people work for Angelo, 
Gordon & Co.? 

Mr. Wolf. About 250. 

Senator Levin. And none of them are in the Caymans. Where are 
they? 

Mr. Wolf. They are in New York, offices in London, Amsterdam, 
several in Asia, Chicago, and Los Angeles. 

Senator Levin. OK. Thank you. 

Mr. Potapchuk, what about Highbridge? Does Highbridge have a 
Cayman hedge fund? 

Mr. Potapchuk. The funds that Highbridge manages are gen- 
erally registered in the Cayman Islands, yes. 

Senator Levin. And how many folks do you have in the Cay- 
mans? 

Mr. Potapchuk. We have none. We have an administrator, some 
legal experts, etc. 

Senator Levin. But no employees there? 

Mr. Potapchuk. No employees. 

Senator Levin. And do you have an office there? 

Mr. Potapchuk. We do not have an office there. 

Senator Levin. Mr. Manogue, would you take a look at Exhibit 
7, please? 1 Leading up to my question, Mr. Manogue, about Exhibit 
7, let me see if you would agree with this. According to the mate- 
rials that you have provided to the Subcommittee — and, again, we 
appreciate that cooperation — your firm received about $63 million 
in dividend enhancements. Now, those are portions of dividends 
that would normally be withheld but are not under the trans- 
actions that you engaged in, and the financial institutions that you 
were trading with received about $31 million, the portion of Mav- 
erick’s enhancement that was paid to them. That would be money, 
obviously, which would have otherwise been withheld and turned 
over to the U.S. Government. 

Now, I want to ask you about Exhibit 7. What I have said so far 
is based on your documents, and so I will proceed from there unless 
you disagree with those figures that I just gave. 

Mr. Manogue. I do not disagree. 

Senator Levin. All right. Thanks. 

Now, Exhibit 7, this is a communication between Mr. Chisholm 
of Maverick and a representative from Ernst & Young. In the 
memo, Mr. Chisholm raises the question of whether money from 
dividend enhancement transactions should be reserved or paid to 
the government as part of Maverick’s tax return. And this is what 
he says: “Now that June 15th is approaching, we are consid- 
ering” — again, I am reading from Exhibit 7 — “whether we need to 
go ahead and remit the 2006 income tax withholding that we ac- 
crued for FIN 48 purposes in connection with the stock loan fee in- 
come earned during 2006. We determined in December that we 
should probably accrue these taxes even though nothing is actually 


1 See Exhibit No. 7 which appears in the Appendix on page 203. 
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withheld by our other brokers. We will need to address whether or 
not to pay these taxes for pre-2006 years whenever we file protec- 
tive returns for those years.” 

Has Maverick paid any money to the government as part of a tax 
payment related to these dividend enhancement transactions? 

Mr. Manogue. I am not aware of that. I would have to talk to 
our tax advisers and service folks. 

Senator Levin. All right. Let us know then. Would you do that 
for the record? 2 

Mr. Manogue. We will. 

I believe this memo also is driven by a discussion on compliance 
with FIN 48. There is a reserve that has been determined that we 
should take related to fees that we earn for lending our stocks out. 
So I believe there are two issues being discussed in this memo. 

Senator Levin. All right. Now, that same exhibit, I think it is 
page 5, but at the bottom it is MAV0001119. Do you see that page? 
It is in the lower right-hand corner. 

Mr. Manogue. Yes. 

Senator Levin. OK. Now, if you look at the top paragraph there, 
this is addressed to Joe Bianco, who is a Maverick employee. Is 
that correct? 

Mr. Manogue. No. He works for Ernst & Young, I believe. 

Senator Levin. Matt Blum at the bottom. Do you see he works 
for Ernst & Young? 

Mr. Manogue. As well, yes. 

Senator Levin. So they both work for Ernst & Young? 

Mr. Manogue. I believe so, yes. 

Senator Levin. All right. As you read the first paragraph, if the 
prime broker does not withhold and the IRS catches the prime 
broker, then perhaps the prime broker can go after Maverick for 
contribution or indemnification, complex point if the contract is si- 
lent, but if the IRS figures out what is going on, the IRS can by- 
pass the prime broker and go straight after Maverick for failure to 
pay tax imposed under Section 881. The only limit is that the IRS 
may not collect the tax twice. 

So if the IRS figures out what is going on, the IRS can go 
straight after Maverick. Were you aware that was the Ernst & 
Young opinion? 

Mr. Manogue. I was not until preparing for this testimony. 

Senator Levin. OK. Mr. Wolf, how much withholding did Angelo, 
Gordon & Co. get back from these dividend enhancement trans- 
actions over the years? Do you have that figure for us? 

Mr. Wolf. For the years 2000 to 2007, the total amount of U.S. 
dividends that Angelo, Gordon & Co. received in offshore funds was 
$137 million. So we would have gotten contract payments of $137 
million. 

Senator Levin. All right. 

Mr. Wolf. Therefore, what you were calling dividend — 30 per- 
cent of that number is the number. 

Senator Levin. Thirty percent of that $137 million. 

Mr. Wolf. Correct. 


2 See Exhibit No. 35 which appears in the Appendix on page 300. 
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Senator Levin. And, Mr. Potapchuk, how much withholding did 
Highbridge get back from the dividend enhancement transactions 
over the years? 

Mr. Potapchuk. The analysis that we have done and submitted 
to the staff previously covered the 6-year period from 2002 through 
2007, where it is indicated that if during that time there was a 30- 
percent withholding requirement on payments received on swap 
transactions, the likely amount of withholding amounts that would 
have occurred at Highbridge would have been approximately $100 
million. And I can walk you through that number a bit. It works 
like this. 

We received during that period about $425 million in payments 
under total return swap contracts. These were received by our mas- 
ter fund. Our master fund has a combination of U.S. and non-U. S. 
investors. The U.S. portion ranges from 10 to 20 percent. So let’s 
say that 15 percent of that number, or about $60 million, would not 
be subject to withholding because they would be directly received 
by — they would be indirectly effectively received by U.S. persons. 
That would bring us down to about $360 million. 

Additionally, there are several amounts included in those pay- 
ments received that would otherwise not be taxable. For instance, 
in many cases, in particular with respect to large dividends that 
are paid, many of the dividends are treated as returns of capital 
for U.S. tax purposes. They are not paid out of current earnings 
and profits of the corporations. 

Conservatively, we estimate that about $20 million of that total 
would have been made up of something classified as return of cap- 
ital by the corporations, which would bring us to $340 million, and 
about 30 percent of that number gets me to the $100 million over 
the 6-year period ending in 2007. 

Senator Levin. I have got it. And I can ask both of you, Mr. Wolf 
first, was any of that $137 million ever paid back to the govern- 
ment as part of a tax payment? 

Mr. Wolf. Well, again, it was not the $137 million. That was 
the 

Senator Levin. The 30 percent of that, was any of that ever paid 
to the government? 

Mr. Wolf. Not to my knowledge. 

Senator Levin. All right. And do you know, Mr. Potapchuk, if 
any of that approximately $100 million you talked about was ever 
paid to the government? 

Mr. Potapchuk. No, it was not paid to the government at all. 

Senator Levin. Thank you. 

Mr. Manogue. Senator, if I may, I would like to clarify one other 
point. 

Senator Levin. Sure. 

Mr. Manogue. We discussed Exhibit — I believe it is Exhibit 7, 
page MAV0001119. 

Senator Levin. Yes. 

Mr. Manogue. The memo from Matt Blum to Joe Bianco of 
Ernst & Young. I believe after having a chance to look at this, the 
first two paragraphs refer to a discussion about the reserve for 
stock loan fees that have been paid in our tax return. The last 
paragraph in that email exchange refers to dividend enhancement, 
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where they conclude that there is a need to come up with a better 
than 50-percent chance of succeeding under FIN 48 analysis. So I 
believe the top two paragraphs are referring to something different, 
not dividend enhancement. 

Senator Levin. The one I read you do not think referred to 

Mr. Manogue. I do not. 

Senator Levin. But you are confident that this memo was an in- 
ternal memo at Ernst & Young? 

Mr. Manogue. Yes. 

Senator Levin. And that the “Joe” referred to is an Ernst & 
Young employee? 

Mr. Manogue. Joe Bianco, yes. 

Senator Levin. And that these points in this memo were not 
shared with you? 

Mr. Manogue. They were not shared with me, no. 

Senator Levin. I mean with your company. 

Mr. Manogue. I believe they were shared and through the email 
chain would have gotten to our tax department. 

Senator Levin. Who in your tax department? Who in that email 
chain 

Mr. Manogue. Keith Hennington and Chad Chisholm. 

Senator Levin. So your tax department was aware of this docu- 
ment, then? 

Mr. Manogue. Yes. 

Senator Levin. OK. Let me again thank our witnesses, and I 
would note that these hedge funds are not the only hedge funds 
that engage in these activities. These are representative of these 
actions and activities that go on, and we selected three because we 
needed to have representative witnesses here, and you have been 
helpful. We appreciate it and you are excused. 

Mr. Manogue. Thank you. 

Mr. P OTAPCHUK. Thank you. 

Mr. Wolf. Thank you. 

Senator Levin. Let me now welcome our third panel of witnesses: 
John DeRosa, the Managing Director and Global Tax Director of 
Lehman Brothers, New York; Matthew Berke, the Managing Direc- 
tor and Global Head of Equity Risk Management of Morgan Stan- 
ley of New York; and Andrea Leung, the Global Head of Synthetic 
Equity Finance of Deutsche Bank of New York. 

Let me thank each of you again for being here today, and pursu- 
ant to Rule VI, all witnesses who testify before the Subcommittee 
are required to be sworn. So I would ask that you please stand and 
raise your right hand. Do you solemnly swear that the testimony 
that you will give to this Subcommittee today will be the truth, the 
whole truth, and nothing but the truth, so help you, God? 

Mr. DeRosa. I do. 

Mr. Berke. I do. 

Ms. Leung. I do. 

Senator Levin. Thank you. 

I think you were all here when we described the timing system, 
so I will not repeat that. Mr. DeRosa, we will have you go first, fol- 
lowed by Mr. Berke, and then Ms. Leung. And then we will turn 
to questions. 

So, Mr. DeRosa, you may proceed. 



31 


TESTIMONY OF JOHN DeROSA , 1 MANAGING DIRECTOR AND 

GLOBAL TAX DIRECTOR, LEHMAN BROTHERS INC., NEW 

YORK, NEW YORK 

Mr. DeRosa. I am John DeRosa, Managing Director and Global 
Tax Director at Lehman Brothers. I appreciate the opportunity to 
appear before the Subcommittee today on behalf of Lehman Broth- 
ers. 

Lehman Brothers, an innovator of global finance, serves the fi- 
nancial needs of corporations, governments, municipalities, and 
high-net-worth individuals worldwide. Founded in 1850, Lehman 
Brothers maintains leadership positions in equity and fixed-income 
sales, trading and research, investment banking, private invest- 
ment management, asset management, and private equity. The 
firm is headquartered in New York, with regional headquarters in 
London and Tokyo, and operates offices worldwide. 

As global tax director, I can state with confidence — and I want 
to emphasize — that Lehman Brothers takes its obligations under 
the U.S. tax code very seriously. Lehman Brothers has worked dili- 
gently to follow the letter and spirit of the law governing both eq- 
uity swaps and stock loan agreements. The rules governing the ap- 
plicability of U.S. withholding tax for payments made to non-U.S. 
counterparties on swap and stock loan transactions referencing 
U.S. equities are clear. 

Under Treasury Regulation Sec. 1—863— 7(b)(1), the source of no- 
tional principal contract income — i.e., swap payments — is deter- 
mined by reference to the residence of the taxpayer receiving the 
payment, not the residence of the payor on the underlying ref- 
erenced asset. Thus, when Lehman Brothers makes a payment on 
an equity swap referencing a U.S. asset to a non-U.S. counterparty, 
the payment is sourced to the residence of the swap counterparty 
and does not attract U.S. withholding tax. 

With respect to stock loans, IRS administrative Notice 97-66 ex- 
empts from U.S. withholding tax in-lieu payments made to a for- 
eign counterparty when the criteria articulated in that notice are 
met. Thus, under these rules, the transactions that the Sub- 
committee is reviewing do not attract U.S. withholding tax. When 
Lehman Brothers makes payments, whether pursuant to an equity 
swap or a stock loan, to foreign counterparties referencing U.S. eq- 
uities, Lehman Brothers complies with these rules. We understand 
that Treasury and the IRS may now be considering whether these 
rules should be changed going forward, including possibly advanc- 
ing a new rule that would recharacterize some, but not all, of these 
transactions. I can assure you that, to the extent that Treasury or 
the IRS now changes these rules, Lehman Brothers will comply 
with those new rules. 

Equity swaps and stock loan agreements are basic financial in- 
struments that have been in existence for decades and are critical 
to the proper functioning of today’s global capital markets. There 
are many reasons — totally unrelated to withholding tax — why cli- 
ents use these instruments. Fundamentally, clients employ these 
instruments to gain economic exposure to underlying assets with- 


1 The prepared statement of Mr. DeRosa with an attachment appears in the Appendix on page 
80 . 
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out beneficially owning those assets. These instruments can pro- 
vide clients with leverage, operational and administrative effi- 
ciency, and other balance sheet and regulatory capital benefits. In 
return, Lehman Brothers receives financing spreads and commis- 
sions as appropriate. These financial instruments, like many others 
such as municipal bonds, offer tax efficiency in certain cir- 
cumstances — a result fully recognized by Treasury and the IRS. 

In fact, however, most of Lehman Brothers’ equity swaps and 
stock loans have nothing to do with U.S withholding tax efficiency. 
The overwhelming majority of Lehman Brothers’ equity swaps and 
stock loans simply do not implicate U.S. withholding taxes at all 
because they have one or more of the following characteristics: 
One, the counterparty takes a short, rather than a long, position; 
two, there is no distribution payment on the underlying referenced 
security; three, the swap or stock loan is not held by the 
counterparty over a dividend record date; four, the underlying ref- 
erenced security makes a payment characterized for tax purposes 
as interest, which is generally not subject to U.S. withholding tax; 
five, the underlying security is foreign, rather than United States; 
or, six, the counterparty is a resident in the United States. 

It has been well understood for years that even when these basic 
financial instruments do reference underlying U.S. dividend-paying 
securities and are entered into as long positions by non-U.S. 
counterparties over a dividend record date — a relatively small uni- 
verse of the transactions at Lehman Brothers — they do not attract 
withholding tax under U.S. tax laws. As I stated earlier, the basic 
rule for equity swaps, established by Treasury in 1991, is that pay- 
ments made to non-U.S. counterparties pursuant to these basic fi- 
nancial instruments must be sourced based on the residence of the 
counterparty and, therefore, do not implicate U.S. withholding 
taxes. In addition, an IRS administrative notice specifically ex- 
empts from U.S. withholding taxes in-lieu payments on stock loan 
transactions like the ones in which Lehman Brothers participated. 
These fundamental rules — and the resulting tax treatment for cer- 
tain counterparties — have long been understood by market partici- 
pants and, notably, the Department of Treasury and the IRS. 

Indeed, most, if not all, of the major Wall Street investment 
banks and commercial banks engage in equity swap and stock loan 
transactions referencing U.S. underlying equities with non-U.S. 
counterparties. Over the last 15 years, numerous commentators in 
widely respected taxation journals have addressed the withholding 
tax consequences of equity swaps similar to those offered through- 
out Wall Street, including articles by the current chief of staff for 
the Joint Committee on Taxation and his former law firm. In 1998, 
a Notice of Proposed Rulemaking was published in the Federal 
Register that expressly addressed the same issue. It said, “Treasury 
and the IRS are aware that in order to avoid the tax imposed on 
U.S. source dividends . . . some foreign investors use notional prin- 
cipal contract transactions based on U.S. equities. . . . Accordingly, 
Treasury and the IRS are considering whether rules should be de- 
veloped to preserve the withholding tax with respect to such trans- 
actions.” 

In May 2007, the Practicing Law Institute hosted a panel focused 
specifically on the U.S. withholding tax aspects of equity swaps and 
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stock loan transactions. The panel included well-recognized practi- 
tioners in the tax field including, most notably, a representative 
from the IRS. Lehman Brothers has provided the Subcommittee 
with a copy of that panel’s presentation. 

Despite the IRS’ clear recognition for at least a decade that these 
financial instruments, in certain circumstances, may have U.S. 
withholding tax implications, to date, no new rules governing eq- 
uity swaps or stock loan arrangements have been promulgated. 
This is not surprising when one considers what a fundamental 
change any such new rules would present, particularly if those new 
rules were to articulate circumstances warranting recharacteriza- 
tion of certain transactions. 

I should note, however, that even under existing law, Lehman 
Brothers exercised appropriate care when entering into financial 
instruments. Lehman Brothers consulted extensively with tax ex- 
perts both internally and at major Wall Street law firms, receiving 
both oral and written advice. Based on the advice of its legal coun- 
sel, Lehman Brothers put in place guidelines and parameters gov- 
erning the use of these instruments. For example, Lehman Broth- 
ers instituted a minimum duration requirement and established re- 
quirements governing the size of underlying baskets. Under the 
prevailing rules applicable to equity swaps and stock loans, trans- 
actions meeting these guidelines should not be recharacterized for 
tax purposes. In other words, according to the U.S. tax laws as cur- 
rently written, the payments made to non-U. S. counterparties pur- 
suant to equity swaps must be sourced to the residence of the 
counterparty and, therefore, do not trigger U.S. withholding taxes. 
Likewise, the type of in-lieu payments made by Lehman Brothers 
on stock loans are specifically exempt from withholding tax pursu- 
ant to the IRS administrative notice mentioned earlier. 

Lehman Brothers made every effort to ensure that its equity 
swaps and stock loans complied with these guidelines. Indeed, we 
know that in some situations clients approached Lehman Brothers 
in an effort to transact in instruments in a way that did not align 
with our product parameters — for example, by seeking to hold a po- 
sition for a very short period of time around a dividend record 
date — and that Lehman Brothers refused to engage in those trans- 
actions. 

But Lehman Brothers did even more than that. In October 2007, 
when David Shapiro, Senior Counsel in the Treasury Department’s 
Office of Tax Policy, stated publicly that Treasury would “welcome 
input” from the industry on the proper tax treatment, Lehman 
Brothers responded. First, Lehman Brothers participated with the 
Securities Industry and Financial Markets Association to help de- 
velop a framework on behalf of the industry. This analytical frame- 
work was shared with Treasury and the IRS. Second, Lehman 
Brothers proactively and independently engaged the Treasury De- 
partment in constructive discussions explaining the equity swap 
business and a possible new framework. These discussions cul- 
minated with Lehman Brothers’ submission earlier this year of a 
request to the IRS, pursuant to the Industry Issue Resolution Pro- 
gram, for official guidance. I have attached a copy of that submis- 
sion to my written testimony. 
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As I said at the outset, if new rules governing the tax treatment 
of equity swaps and stock lending transactions are promulgated, 
Lehman Brothers will comply with those new rules. In the mean- 
time, Lehman Brothers has made a concerted and good-faith effort 
to comply with current tax law. We will continue to do so. 

Thank you again for the opportunity to appear here today. I 
would be happy to answer any questions you may have. 

Senator Levin. Thank you, Mr. DeRosa. Mr. Berke. 

TESTIMONY OF MATTHEW BERKE , 1 MANAGING DIRECTOR 

AND GLOBAL HEAD OF EQUITY RISK MANAGEMENT, MOR- 
GAN STANLEY & CO., NEW YORK, NEW YORK 

Mr. Berke. Thank you, Senator. My name is Matt Berke, and I 
am a Managing Director and Global Head of Equity Risk Manage- 
ment for Morgan Stanley. Thank you for inviting Morgan Stanley 
to participate in today’s hearings. We have been pleased to assist 
the Subcommittee’s staff as it examined these issues, and I hope 
that I have been a useful resource and will continue to be today. 

I understand that the Subcommittee is focused on two issues: 
Whether industry participants are complying with applicable laws 
regarding dividend withholding obligations, and whether new laws 
and policies may be appropriate. I cannot speak for others, but 
Morgan Stanley believes that its practices in these areas are in 
compliance with relevant tax laws and regulations, and on the con- 
servative end of the spectrum. We have submitted a longer written 
statement for the record, but I want to summarize a few key points 
now about our equity derivatives and stock lending businesses. 

Swap trading is widespread and commonly accepted in today’s fi- 
nancial markets, and Morgan Stanley is a leader in the equity 
swap market. I understand that the Subcommittee is particularly 
interested in a subset of the equity swap business, namely, total re- 
turn swaps with non-U. S. counterparties obtaining long exposure to 
dividend-paying U.S. stocks. I will refer generally to these as 
“swaps” or “total return swaps” in my comments and in response 
to your questions. But I should be clear that the swaps I am refer- 
ring to constitute a small subset of Morgan Stanley’s overall global 
swaps business. 

There are a variety of reasons why an investor may choose to 
transact via swap, including leverage, operational efficiency, and in 
some instances, tax benefits. I know from talking with the Sub- 
committee staff members and from reading the staff report that 
there is a great deal of focus on business purpose and client moti- 
vation for these trades. Let me start by saying our clients are, first 
and foremost, investors. Their business purpose, their motivation 
when they transact, is to put capital at risk in hopes of obtaining 
a positive investment return. Only after making their threshold in- 
vestment decision of what to buy and what to sell do they begin 
to confront the issue of the best means by which to put their cap- 
ital at risk, and tax can be an important part of that decision. 

Non-U.S. counterparties can choose to transact in swap in part 
to reduce their tax obligations. This is a legitimate choice and per- 
missible under applicable tax laws, provided the swaps are exe- 


1 The prepared statement of Mr. Berke appears in the Appendix on page 88. 
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cuted properly. We believe our swaps are properly executed in com- 
pliance with relevant tax laws and regulations. 

The relevant laws, as I understand them, provide that payments 
made under swap contracts are treated differently than dividends 
paid to owners of physical shares. That is the law, and it reflects 
a decision made by policymakers. At Morgan Stanley, our focus is 
on ensuring that what we offer to clients as swaps are, in fact, 
swaps. And we do not enter into swaps that could be recharacter- 
ized as repurchase agreements or agency arrangements, which are 
subject to different U.S. tax treatment. 

To take a conservative position, Morgan Stanley has always pro- 
hibited two-sided crosses to reestablish a physical long position and 
currently prohibits swaps with crosses on either end. We also do 
not allow our swap counterparties to direct our hedge or tell us 
how or whether to vote any shares that we may choose to purchase 
as part of a hedge. 

I understand the Subcommittee is also interested in the tax 
treatment of certain stock lending transactions. As one of the 
world’s leaders in equity financing services, Morgan Stanley is ac- 
tive in borrowing and lending stocks both inside and outside the 
United States. 

One aspect of our stock loan business is an intermediation busi- 
ness with Morgan Stanley standing between custodial lenders and 
borrowers of U.S. dividend-paying stocks and earning a spread be- 
tween the cost of borrowing and the fees generated by our on-lend- 
ing activities. At Morgan Stanley, the stock loan activity you have 
focused on is conducted by a desk in our London office, focused 
largely on non-U.S. stocks but involving some U.S. stocks as well. 
We believe we conduct this business in compliance with IRS Notice 
97-66, as we understand it, and that our practices are on the con- 
servative end of the spectrum. 

Finally, I would like to say a word about tax policy in general. 
The tax treatment of dividends generally differs from the tax treat- 
ment of derivatives. Some have suggested a comprehensive re- 
thinking of how we tax capital investment returns, regardless of 
whether the return is classified as a dividend or not, and regard- 
less of whether the investor is U.S. or non-U.S. In light of today’s 
hearings, additional guidance on which investment structures the 
IRS would critique or respect would be helpful, particularly for or- 
ganizations like Morgan Stanley, where we try to conduct our busi- 
ness on the conservative end of the spectrum. 

Thank you for the opportunity to testify, and I look forward to 
your questions. 

Senator Levin. Thank you, Mr. Berke. Ms. Leung. 

TESTIMONY OF ANDREA LEUNG, GLOBAL HEAD OF SYN- 
THETIC EQUITY FINANCE, DEUTSCHE BANK AG, NEW YORK, 

NEW YORK 

Ms. Leung. Good morning, Chairman Levin and Members of the 
Subcommittee. My name is Andrea Leung. I am the Global Head 
of Synthetic Equity Finance for Deutsche Bank AG. I am based in 
New York and have worked at Deutsche Bank since 2002. 

Among my responsibilities is the management of the synthetic 
equity desk in Deutsche Bank’s New York office. Our clients can 
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use synthetic equity to replicate the economics of a long or a short 
position in any particular equity security or in a basket of securi- 
ties. Specifically, we enter into derivative or swap transactions 
with clients who want the economics of purchasing or selling a sin- 
gle stock, a basket of stocks, or an index of stocks without actually 
acquiring the underlying securities. 

Synthetic equity is a well-recognized, well-developed financial 
product that has business purposes unrelated to taxation in gen- 
eral or withholding taxes on dividends in particular. Indeed, many 
of our clients manage ongoing portfolios and execute trading strate- 
gies without owning any of the underlying securities. All of their 
investments are held in synthetic equity. Furthermore, we do 
transactions every day with domestic U.S. -based entities. We use 
synthetic equity to replicate short positions and to replicate posi- 
tions in stocks that do not pay dividends. This product was not de- 
vised and is not held out by Deutsche Bank as a vehicle to avoid 
dividend withholding taxes. 

As my title Global Head of Synthetic Equity Finance suggests, 
this New York business is a financing business. As with any bank 
engaged in a financing business, we hope to profit from spreads — 
here the difference between our own cost of funds and that which 
we charge to the client. All clients, whether they are large or small, 
long or short, onshore or offshore, trading in dividend-paying secu- 
rities or not, are charged a fee based on Deutsche Bank’s cost of 
funds plus our cost of balance sheet usage, stock execution, and 
any risks associated with the transaction, including the credit risk 
of the counterparty. 

We enter into swaps on all types of securities, including convert- 
ible bonds. Our swaps business based on U.S. stocks covers both 
dividend and non-paying dividend stocks. Approximately 60 percent 
of our clients have long positions with us, while the remaining 40 
percent have short positions. About one-third of our clients are 
based onshore, while the remainder are based offshore. Our swap 
product allows clients to execute trading strategies and take posi- 
tions on U.S. equities and equity markets without holding the un- 
derlying physical securities. 

Clients establish synthetic versus actual equity positions for 
many reasons. Synthetic equity exposure, whether long or short, is 
advantageous to clients as a financing technique. Swaps provide 
clients with leverage, allowing them to gain the economic benefit 
of purchasing and selling securities without expending their own 
capital or having to pay the full cost of trading such securities. 
Clients are relieved of having to pay settlement costs and other 
back-office expenses. Also, because swaps involve synthetic and not 
actual trading positions, swaps shift from clients to the broker- 
dealers the obligation of certain market trading rules, such as lo- 
cates for short sales. 

Synthetic position also allow clients to protect their proprietary 
trading strategies from market competitors. Because our synthetic 
equity product is intended to replicate the economics of a position 
in the underlying security, we make or receive payments under our 
swap agreements to give our clients the financial equivalent of divi- 
dend payments. The same economics could be replicated through a 
futures or option transaction. I and my colleagues across Wall 
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Street always have understood that, as a matter of tax law, swap 
payments are not subject to withholding tax, and the institution 
that makes them is not a withholding agent. That remains my un- 
derstanding. 

Further, I have always understood that Deutsche Bank could not 
be deemed a withholding agent unless its transactions with cus- 
tomers were susceptible of being recharacterized as repo trans- 
actions or stock loans. 

We have taken a series of steps to eliminate any possibility that 
our transactions could be recharacterized in a manner that would 
violate tax laws or turn Deutsche Bank into a withholding agent. 
We have done this in part by establishing policies designed to pre- 
vent clients from entering swap transactions close to a dividend 
event. Thus, our policies are designed to encourage clients to hold 
for a minimum of 30 and preferably 45 days. 

In addition, we do not hedge our synthetic positions by both buy- 
ing and selling the underlying stock with our client. We expect le- 
verage to be a primary driver for entering into synthetic positions, 
so we do not permit clients fully to collateralize their positions. We 
also employ volume limits and pricing policies to ensure that our 
hedging involves market activity. 

We believe our policy has worked and that our synthetic equity 
business is not a tax dodge. The information we have provided to 
the Subcommittee demonstrates that two-thirds of all of our New 
York swap clients hold their swap positions at least 60 days before 
dividend record dates, and two-thirds of them hold their positions 
at least 60 days after dividend record dates. Typically, our clients 
unwind their swap positions not because dividends have just been 
paid, but because their trading strategy dictates a change in invest- 
ment position. Further, we successfully market our synthetic equity 
product to customers who want short positions and to customers 
who want to enter into swaps on non-dividend-paying stocks. 

The entirety of the business clearly supports our understanding 
that our clients are entering into swaps for sound business reasons 
and our transactions are entirely legal under existing law. 

Thank you for your time. I will do my best to answer any ques- 
tions that you may have. In the interest of time, I have left out por- 
tions of my prepared statement, including those addressed to the 
business conducted by my colleagues in London and Jersey. With 
your permission, I will submit those portions together with my 
written remarks for the record. 

Senator Levin. Ms. Leung, you are reading a statement. You 
have asked that the parts that you did not read be submitted to 
the record. We asked you to provide a copy of that written state- 
ment in advance, and you failed to do so. Why? 

Ms. Leung. We were certainly trying to comply with everything 
that you had requested and just as a matter of time, did not have 
the chance to get that to you. 

Senator Levin. You could not have gotten it to us this morning? 
You could not have given it to us last night? Everyone else gave 
us a copy of the written statements that they read from. 

Ms. Leung. I am sorry we did not do that. 
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Senator Levin. Mr. Berke, did Morgan Stanley market or engage 
in swap or stock loan transactions principally for the purpose of 
avoiding U.S. dividend withholding tax? 

Mr. Berke. Senator, as I said in my opening remarks, we believe 
the primary purpose of clients engaging in equity swaps is to gain 
exposure to the underlying equity. Choosing swaps as a means of 
gaining that exposure or choosing entering into a stock loan is a 
secondary decision on their part on how to potentially deal with 
issues, including taxes. 

Senator Levin. Did you ever market your swap transactions or 
stock loan transactions so your client could avoid U.S. dividend 
withholding taxes? 

Mr. Berke. We market the products generally and include disclo- 
sure about all the relevant aspects of it, including any tax implica- 
tions or considerations that clients should have when considering 
those investment opportunities. 

Senator Levin. But did you ever market it focusing on enhancing 
the dividend payout by not having to pay withholding? 

Mr. Berke. Our marketing materials include a discussion about 
taxes. 

Senator Levin. Did this discussion ever tell your recipient of 
your proposals that they would enhance the dividend payout? 

Mr. Berke. Specific marketing materials may have, but gen- 
erally we do include 

Senator Levin. Take a look at Exhibit 26, 1 would you? 

Mr. Berke. I am familiar with this from preparation for today’s 
testimony. 

Senator Levin. All right. This says, “Here are the main points 
regarding total return equity swaps on Microsoft why offshore 
funds are subject to withholding tax of up to 30 percent on cash 
dividends from U.S. stocks. Morgan Stanley can enhance the divi- 
dend payout from 70 percent to 100 percent through a total return 
equity swap. This is a great opportunity to highlight an application 
that is relevant to all dividend-paying securities, not just Micro- 
soft.” 

Is that a Morgan Stanley document? 

Mr. Berke. It is an internal distribution Morgan Stanley docu- 
ment, so it is marketing to our internal sales people and traders. 

Senator Levin. And did those folks that were marketing this par- 
ticular type of a product use this argument? 

Mr. Berke. They may very well have discussed these issues as 
opposed to using this piece as a marketing piece, yes. 

Senator Levin. But whether or not this particular piece was used 
in marketing, is it fair to say that they would have used this argu- 
ment, this point in marketing for Morgan Stanley? 

Mr. Berke. Yes, it is fair to say that. 

Senator Levin. And so, therefore, is it not fair to say that Mor- 
gan Stanley, when it was offering and suggesting total return eq- 
uity swaps to potential customers, used as an argument that Mor- 
gan Stanley can enhance the dividend payout from 70 percent to 
100 percent through a total return equity swap? 


1 See Exhibit No. 26 which appears in the Appendix on page 256. 
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Mr. Berke. It is certainly the case in respect to the Microsoft 
dividend, yes. 

Senator Levin. Well, doesn’t it say here “not just Microsoft”? 

Mr. Berke. Yes, it does. 

Senator Levin. Mr. DeRosa, did Lehman Brothers market or en- 
gage in swap or stock loan transactions with the presentation of 
the argument that your customer could avoid U.S. dividend with- 
holding tax? 

Mr. DeRosa. Similar to Mr. Berke’s answer 

Senator Levin. Give me your answer, if you would. 

Mr. DeRosa. Fine. We included among the benefits from enter- 
ing into equity swaps the tax features. 

Senator Levin. The tax features being? 

Mr. DeRosa. Meaning the reduction of taxes payable. 

Senator Levin. OK. Now, if you will look at Exhibit 22? 1 This 
is a letter from you to Maverick Capital. Do you see on page 2 it 
says, “We have a variety of solutions using swap and securities 
lending vehicles for achieving yield enhancement”? 

Mr. DeRosa. I see that. 

Senator Levin. Was that not clearly marketing to Maverick a ve- 
hicle for increasing dividend yield, enhancing a dividend yield? Is 
that not clearly what you were marketing there? 

Mr. DeRosa. Among the other items listed in this letter, yes, 
that was featured. 

Senator Levin. And where are those other items? 

Mr. DeRosa. In just looking down the list of starting at the first 
page, it goes through several different aspects of synthetic financ- 
ing, I believe. 

Senator Levin. Were any of those applying to your swap product 
or your securities lending product? 

Mr. DeRosa. I have not seen this document before this morning, 
so I am just skimming it now. But I presume it is with respect to 
all of the products that we offer. 

Senator Levin. Well, why don’t you read it now and tell me 
whether any of those items on page 1 refer to your swap and secu- 
rities lending vehicle and whether you say anything about your 
swaps and security lending vehicle except that it will achieve yield 
enhancement. And then you propose that Maverick provide Leh- 
man Brothers with an interest list on a weekly basis for possible 
enhancement trades. If that is not marketing a vehicle to increase 
your dividend yield, I do not know what is. 

Mr. DeRosa. Again, just looking at it for the first time, at the 
bottom of the first page it is discussing our prime-plus product; 
prime-plus provides U.S. -based hedge fund risk-based margin lend- 
ing. 

Senator Levin. Right. 

Mr. DeRosa. With all the benefits of traditional prime brokerage, 
including insurance wrapper. 

Senator Levin. Is that your swap lending to achieve yield en- 
hancement? 

Mr. DeRosa. I am not sure exactly which product that is. I 
apologize. But, again, what I am suggesting is that the letter deals 


1 See Exhibit No. 22 which appears in the Appendix on page 242. 
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with other aspects that are advantageous to the client in addition 
to the dividend enhancement. 

Senator Levin. Well, you are selling a lot of things in this letter. 
You are promoting a lot of things. One of the things you are pro- 
moting is a swap and security lending vehicle for achieving yield 
enhancement. Are you promoting it for anything else other than 
achieving yield enhancement? Just take a look at the paragraph. 
It says “Dividend Enhancement Solutions. We have a variety of so- 
lutions using swap and securities lending vehicles for achieving 
yield enhancement.” Do you list anything else there that you are 
using swap and securities lending vehicles other than for that? 

Mr. DeRosa. That paragraph does not. It references the dividend 
enhancement feature associated with swaps and security lending 
transactions. 

Senator Levin. All right. Ms. Leung, did Deutsche Bank engage 
in swap or stock loans transactions for the principal purpose of 
avoiding U.S. dividend withholding tax? 

Ms. Leung. We did not. 

Senator Levin. All right. Now, take a look at Exhibit 31. 1 On Ex- 
hibit 31, where it says, “We are in the process of determining 
hedge fund demand for ‘All In’ enhancement to clients for our pro- 
prietary trades,” does that relate to dividend enhancement? 

Ms. Leung. This would relate to dividend enhancement. How- 
ever, I will note that we did not actually, to the best of my knowl- 
edge, engage in any activity that came off of this memo. 

Senator Levin. So you determined there was no demand? 

Ms. Leung. We determined that this was not something that we 
wanted to market to our clients and actually discouraged any mar- 
keting documents with regards to the Microsoft dividend. 

Senator Levin. Did you hear Mr. Wolf on the prior panel testify 
that Deutsche Bank marketed dividend enhancement swaps to 
them? Did you hear him say that? 

Ms. Leung. Yes, I did hear that. 

Senator Levin. He was under oath. 

Ms. Leung. Yes. 

Senator Levin. You are under oath. 

Ms. Leung. I understand. 

Senator Levin. Do you disagree with him? 

Ms. Leung. We market swaps to clients for a variety of rea- 
sons — 

Senator Levin. No. I am saying for dividend enhancement. 

Ms. Leung. Dividend 

Senator Levin. That is what he testified to. Did you market divi- 
dend enhancement swaps to them? 

Ms. Leung. Sure, well, to 

Senator Levin. Pardon? The answer is “sure,” or your answer 
is 

Ms. Leung. No. To address both of your questions separately, 
first regarding this document, this is regarding Microsoft, and in 
the case of Microsoft, we did not market the Microsoft transaction. 
In fact, under our New York swaps desk, we did a total of 500,000 
shares worth of swaps during the time of Microsoft, which is a very 


iSee Exhibit No. 31 which appears in the Appendix on page 265. 
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de minimis amount in the context of our business, as well as had 
trading parameters around making sure that there was investment 
intent with those trades. 

With regards to selling our product and Mr. Wolfs comments be- 
fore, our swaps are marketed for a variety of reasons, for 
counterparties who want long exposure and who want short expo- 
sure, for those who have onshore and offshore entities, and a vari- 
ety of reasons including and most primarily leverage, as well as 
protecting clients’ market strategies and global market access. 

Senator Levin. Now, did Deutsche Bank market dividend en- 
hancement swaps 

Ms. Leung. We marketed 

Senator Levin [continuing]. For — all those other purposes you 
just listed. But did you ever market swaps for dividend enhance- 
ment? 

Ms. Leung. We did market swaps with dividend enhancement as 
part of one of the many other factors for doing swaps. 

Senator Levin. Did you ever market swaps primarily for divi- 
dend enhancement? 

Ms. Leung. No, we did not. 

Senator Levin. And so when Mr. Wolf said that Deutsche Bank 
marketed dividend enhancement swaps to them, you are saying 
that that was never the primary purpose that you marketed them 
for? 

Ms. Leung. To the best of my knowledge, yes. 

Senator Levin. Would you have knowledge if you had done that, 
if your firm had done that, if the bank had done that? Would you 
be aware of it if Deutsche Bank did that? 

Ms. Leung. Yes, I would be, and to the best of my knowledge, 
we market swaps for many reasons, and 

Senator Levin. But never primarily for dividend enhancement. Is 
that what you are telling us, under oath, that your bank never 
marketed swaps primarily for dividend enhancement. Is that what 
your testimony is? 

Ms. Leung. We do not market swaps primarily for dividend en- 
hancement. 

Senator Levin. And never have? 

Ms. Leung. I can’t speak to the lifetime of my firm. 

Senator Levin. While you were there? 

Ms. Leung. While I was there, correct. 

Senator Levin. You never did that? 

Ms. Leung. We did not — we did not market swaps primarily for 
dividend enhancement. 

Senator Levin. OK, good. And how long have you been there? 

Ms. Leung. Since 2002. 

Senator Levin. Thank you. 

Mr. DeRosa, could you take a look at Exhibit 19? 1 

[Pause.] 

Senator Levin. Are you familiar with this document? 

Mr. DeRosa. Yes, I am. 

Senator Levin. OK. Now, this is an internal review document, as 
I understand it, a briefing paper that was devoted to dividend en- 


1 See Exhibit No. 19 which appears in the Appendix on page 229. 
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hancement and what the exposure would be of that enhancement. 
Is that fair? 

Mr. DeRosa. That is fair. 

Senator Levin. And it lists Lehman Brothers’ yield enhancement 
product and has a chart estimating the amount of dividends af- 
fected by each product, the amount of “withholding tax risk” that 
the company thinks it might face if the IRS rules against these 
products. It even has a description and diagram of a stock loan 
transaction used for yield enhancement. 

Now, is it fair to say that the reason that Lehman Brothers pre- 
pared this document is in order to market yield enhancement prod- 
ucts and to look at what the potential risks would be of that use 
in that market? Is that correct? 

Mr. DeRosa. No. This document did not have to do with mar- 
keting. This, as you indicated initially, was an internally prepared 
document, shared internally, designed to assess the different poten- 
tial risks on the transactions. 

Senator Levin. Of engaging in those transactions? 

Mr. DeRosa. Correct. 

Senator Levin. OK. So you were looking in some detail at the ex- 
posure to you of these transactions. Is that correct? 

Mr. DeRosa. The person who prepared this document, who was 
not familiar in detail with all these businesses, was — with all these 
products, rather, was trying to craft a high-level assessment. 

Senator Levin. Do you know who prepared this document? 

Mr. DeRosa. Yes. 

Senator Levin. Who was that? 

Mr. DeRosa. Ian Maynard. 

Senator Levin. OK. Why would you do this kind of an analysis 
if you were not marketing these products? 

Mr. DeRosa. What I think he was trying to give information on 
was around Lehman Brothers’ risk profile. Maybe I am missing 
your use of the word “marketing,” but 

Senator Levin. You were engaged in these products, you were in- 
volved in these products. 

Mr. DeRosa. Correct. 

Senator Levin. And your involvement was in products which en- 
hanced the yield of dividends. Is that correct? 

Mr. DeRosa. Correct. 

Senator Levin. Through the use of swaps. 

Mr. DeRosa. And stock loans? 

Senator Levin. And loans. 

Mr. DeRosa. Correct. 

Senator Levin. And so this was looking at what the risks were 
of doing that? 

Mr. DeRosa. Correct. 

Senator Levin. But you were doing that despite these risks? 

Mr. DeRosa. The risk was created due to the vacuum in which 
we were operating as far as guidance is concerned, so at Lehman 
Brothers, we measure the risk across all of our transactions, and 
these are no exception. So what this document was appreciative of 
is the fact that the IRS had indicated that they might have a con- 
cern with the characterization of these transactions, and, therefore, 
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what we were trying to do here was to create an indication of what 
the total maximum possible could be, much like 

Senator Levin. What was that total maximum possible? 

Mr. DeRosa. I am not sure what the total maximum was be- 
cause this document is fundamentally incorrect in assessing the 
risk. What I can tell you is that the examination in which we are 
involved by the IRS has generated a much smaller number. 

Senator Levin. What is that number? 

Mr. DeRosa. Roughly ten and a half million across the 2004-05 
period. 

Senator Levin. What period? 

Mr. DeRosa. For 2004 and 2005. 

Senator Levin. And before that? 

Mr. DeRosa. We did not measure that pursuant to the IRS 
exam. The audit is restricted to those 2 years. 

Senator Levin. And did you do any subsequent to that? 

Mr. DeRosa. Subsequent to 2005, we have not taken the detailed 
review, but we have done a fair amount of work around 2006 and 
2007, and transactions that remotely, I think, replicate the trans- 
action as described in the Subcommittee report probably generate 
several hundred thousand dollars of dividends. 

Senator Levin. OK. Take a look, if you would, Mr. DeRosa, at 
Exhibit No. 12. 1 This is an email from Mr. Demonte to Elizabeth 
Black. They are both Lehman Brothers employees, as we under- 
stand it. And here is what it says, that “the spread sheet contains 
long positions for Highbridge which we currently buy into a swap 
to enhance their yield for dividends.” Is that accurate? 

Mr. DeRosa. That is what it says. 

Senator Levin. Are you familiar with this? 

Mr. DeRosa. I have seen this document in my preparation. 

Senator Levin. All right. So this spread sheet, then, looks at 
Highbridge stocks which Lehman Brothers currently buys into a 
swap to enhance their yield for dividends. That is the stated pur- 
pose. Is that correct? There is no other purpose stated for that 
swap except to enhance their yield for dividends. Is that correct? 

Mr. DeRosa. There is no other purpose stated in this email. That 
is correct. 

Senator Levin. And do you have any other document which 
shows there was any other purpose for that particular swap? 

Mr. DeRosa. I do not. 

Senator Levin. OK. Could you take a look, if you would, Mr. 
DeRosa, down at the page number at the bottom 33324. 

Mr. DeRosa. Which tab? 

Senator Levin. This is Exhibit 18. 2 Now, if you take a look at 
this exhibit, in the second paragraph — do you have it in front of 
you now? 

Mr. DeRosa. I do. 

Senator Levin. It says that the CFD — and that is a swap prod- 
uct — is usually used for yield enhancement purposes. And that is 
a Lehman Brothers swap product, right? 

Mr. DeRosa. CFD, yes. 


1 See Exhibit No. 12 which appears in the Appendix on page 218. 

2 See Exhibit No. 18 which appears in the Appendix on page 228. 
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Senator Levin. Is that Lehman Brothers? 

Mr. DeRosa. CFD is a general term, not specifically Lehman 
Brothers. But, yes, it is a Lehman Brothers product. 

Senator Levin. But you are referring here to the Lehman Broth- 
ers CFD, right? 

Mr. DeRosa. I believe that is what he was referring to. 

Senator Levin. Well, take a look at the previous paragraph. It 
says the Lehman Brothers CFD, right? 

Mr. DeRosa. Correct. 

Senator Levin. OK. So we are talking about a Lehman Brothers 
CFD and it is usually used for yield enhancement purposes. Is that 
an accurate reading of your document? 

Mr. DeRosa. That is an accurate reading. 

Senator Levin. So you have this product, which is usually used 
for yield enhancement. None of those other reasons are specified. 
Is that correct? 

Mr. DeRosa. You have got a salesperson drafting a document 
here to one of his clients, and that is the purpose that he is indi- 
cating in this document. 

Senator Levin. Is he using any other purpose beside yield en- 
hancement in this document? 

Mr. DeRosa. No, not in this document. 

Senator Levin. So is that anything other than marketing this 
particular product for yield enhancement purposes? What is this 
other than marketing for yield enhancement purposes in this situa- 
tion? 

Mr. DeRosa. I am not trying to debate the 

Senator Levin. Well, I am not trying to debate. I am trying to 
get a straight answer from you. What other reason is given in this 
document, and is this not a marketing document? 

Mr. DeRosa. He gives no other reason in this document to the 
person with whom he is communicating for doing the transaction 
other than yield enhancement. 

Senator Levin. And is it a marketing document, would you not 
say? 

Mr. DeRosa. I wouldn’t necessarily call it a marketing document, 
but that is fine. I don’t object to that. 

Senator Levin. Mr. Berke, take a look at Exhibit 27, 1 if you 
would. 

This is an August 9, 2004, email from Daniel Brennan to Alan 
Thomas, both Morgan Stanley employees. It says, “Spoke again” — 
are you with me. 

Mr. Berke. Yes. 

Senator Levin. Do you see where I am reading from? 

Mr. Berke. Yes. 

Senator Levin. “Spoke again with Bill Scazzero who works on 
Moore’s,” which is a hedge fund, “trading desk, to ascertain useful- 
ness of the Microsoft total equity swap for Moore Capital. Bill in- 
formed me that Morgan Stanley and Moore Capital frequently 
transact such swaps to maximize returns given offshore status and 
dividend withholding issues.” 

Now, that is a Morgan Stanley document, right? 


1 See Exhibit No. 27 which appears in the Appendix on page 259. 
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Mr. Berke. Yes. 

Senator Levin. It is a contemporaneous document. Do you have 
any reason to say that it is inaccurate, that there were not fre- 
quent transactions using such swaps to maximize returns given off- 
shore status and dividend withholding issues? Do you have any 
reason to say that is an inaccurate statement in August 2004? 

Mr. Berke. No. 

Senator Levin. These are Morgan Stanley employees emailing 
each other. Is that accurate? Daniel Brennan to Alan Thomas. 

Mr. Berke. Yes, these are Morgan Stanley employees. 

Senator Levin. All right. Mr. Berke, let me ask you about your 
Cayman Islands operation. Do you employ folks in the Caymans? 

Mr. Berke. Not to my knowledge, no. 

Senator Levin. If you will take a look at Exhibit 29. 1 

Mr. Berke. Yes, Senator. 

Senator Levin. All right. Before I ask you specifically about that 
document, in your opening statement, Mr. Berke, you testified that 
between 2000 and 2007, Morgan Stanley Cayman and Morgan 
Stanley International U.K. paid about $2.4 billion in substitute 
dividends as a result of stock loans involving U.S. dividend-paying 
securities. The Subcommittee understands that about 49 percent, 
or $1.6 billion of that, was from your Cayman Islands entity. 

If U.S. withholding taxes on those dividends had been collected 
at the 30-percent rate, the amount would total approximately $300 
million. However, no withholdings were collected because Morgan 
Stanley took advantage of an IRS notice and inserted a Cayman Is- 
lands shell company into this transaction, and as a result, Morgan 
Stanley did not withhold any of the dividend payments. 

So far am I accurate? 

Mr. Berke. Yes, by complying with IRS Notice 97-66 

Senator Levin. No, but is my statement, what I just read, totally 
accurate in its total? Do you have any disagreement with what I 
just read to you about your opening statement? 

Mr. Berke. No. 

Senator Levin. OK. Now, you said that you have no folks in the 
Caymans, and now you are looking at Exhibit 29, which says that 
Cayco — and Cayco is your company in the Caymans. Is that cor- 
rect? 

Mr. Berke. Yes. It has a longer name, but we refer to it as 
“Cayco.” 

Senator Levin. OK. It is a thinly capitalized company, cannot ab- 
sorb losses, and it should never hold long stock positions. Is that 
correct? 

Mr. Berke. Yes, it is. 

Senator Levin. It also says that it must not enter into stock lend- 
ing arrangements directly with MSIL. Who is that? 

Mr. Berke. That is the former name of our U.K.-registered 
broker-dealer. 

Senator Levin. OK. Surplus cash in Cayco must not be lent to 
any affiliate or entity in the United States without the approval of 
the tax department. If it enters into derivative transactions, dis- 
pensation should always be obtained from the law and compliance 


1 See Exhibit No. 29 which appears in the Appendix on page 262. 
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department. It may not sell stock positions to U.S. institutional in- 
vestors. It may not enter into stock lending transactions with any 
U.S. counterparties. It may not purchase securities from any per- 
son in the United States. It may not enter into derivative trans- 
actions with any U.S. person. It may not carry out repo trans- 
actions with any U.S. person. It may not source collateral from MS 
& Company. It may not lend U.S. equities against cash collateral 
unless the cash is equal to 200 percent. It may not carry out advi- 
sory business. It may not invest in futures. 

What can it do? 

Mr. Berke. With respect to the United States, it primarily en- 
gages in stock lending activity of U.S. stocks. 

Senator Levin. All right. That was its purpose? 

Mr. Berke. That is the primary purpose that I am aware of that 
the vehicle is used for. 

Senator Levin. Now, is it fair to say that is a shell corporation, 
in common parlance? 

Mr. Berke. That is a fair estimate, yes. 

Senator Levin. Mr. DeRosa, Lehman Brothers has a Cayman fa- 
cility that it has used to run two stock loan transactions. Does Leh- 
man Brothers have people working in the Cayman Islands? 

Mr. DeRosa. No, we do not. Just to clarify, the Cayman Islands 
operation is a branch of our Hong Kong entity. 

Senator Levin. That is Lehman Brothers’ Hong Kong entity? 

Mr. DeRosa. Correct. 

Senator Levin. Can I call it Lehman Brothers without any mis- 
understanding? 

Mr. DeRosa. Sure. 

Senator Levin. OK. Is that location in the Caymans still used to 
transact stock loans involving U.S. dividend-paying securities? 

Mr. DeRosa. I believe it is. 

Senator Levin. Ms. Leung, in 2004, Deutsche Bank Limited 
began to use a facility in the Isle of Jersey to transact stock loans 
using U.S. securities. According to an internal Deutsche Bank ap- 
plication seeking approval for those transactions, the reason for the 
proposed transaction and its location was so Deutsche Bank could 
insert a “non-U. S. treaty entity” in its stock loan transactions to 
avoid dividend withholding and lower its stock loan pricing to 
match its competitors. 

Is that the case, that Deutsche Bank set up this program in the 
offshore jurisdiction of Jersey to exploit the IRS rule on substitute 
payments and avoid the withholding tax on dividends, thereby gen- 
erating a bigger return on the transactions? 

Ms. Leung. It is true that we started trading through our Jersey 
entity. We did not feel that it was to exploit, but we felt it was 
legal, perfectly legal under Notice 97-66. 

Senator Levin. All right. To utilize that rule. 

Ms. Leung. Yes. 

Senator Levin. Except for that word — and I will say “utilize” in- 
stead of “exploit” — was what I read to you accurate? 

Ms. Leung. Yes, it is accurate. 

Senator Levin. Part of the desire to be more competitive, to 
match its competitors, as I said, in order to match the substitute 
dividend payments for stock loans and avoiding the withholding 
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tax on those substitute dividends to the extent that your competi- 
tors were doing it. Is that correct? You wanted to be competitive 
with your competitors in that area. 

Ms. Leung. What we were trying to be competitive with was on 
the ability to bid on pools of stocks available for lending. We did 
not enter into any of these transactions with hedge funds. The pri- 
mary purpose of this in order to be competitive with pricing was 
to tap into the pools of stock loan available through institutions 
where, when bidding on those securities and paying a fee to those 
institutions, a portion of those securities would be U.S. securities. 
And under Notice 97-66, we felt we could be more competitive in 
our pricing in order to win those pools of securities. 

Senator Levin. In order to be more competitive on your pricing, 
you would, like your competitors, need to avoid the withholding on 
those dividends. Is that correct? 

Ms. Leung. We would need to not be subject to the 15-percent 
withholding that we would have been subject to. 

Senator Levin. And you used Notice 97-66 to avoid the taxes. Is 
that correct? 

Ms. Leung. We used Notice 97-66 because we felt that was with- 
in the letter of the law. 

Senator Levin. Right, and that would help you avoid those 
taxes? 

Ms. Leung. Notice 97-66 would keep us from being withheld on 
those dividends. 

Senator Levin. Ms. Leung, Deutsche Bank told the Sub- 
committee staff that approximately 98 percent of the loans trans- 
acted through the Deutsche Bank Jersey entity involve U.S. divi- 
dend-paying securities. Are you aware of that? 

Ms. Leung. I am not intimately familiar with it, but, please, I 
will try to answer your question. 

Senator Levin. Do you disagree with that? 

Ms. Leung. No, I don’t disagree. 

Senator Levin. It also reported that in 2007 alone, DBIL en- 
gaged in stock lending transactions involving U.S. dividend-paying 
securities with a notional value of over $30 billion. We have asked 
Deutsche Bank to supply us the amount of dividends paid as a re- 
sult of those $30 billion worth of loans, and when are we going to 
get this information from you? 

Ms. Leung. I have that information for you now. Again, if these 
transactions were subject to withholding from the periods 2004 to 
2007, that amount would be $27 million. 

Senator Levin. OK. Would you submit to the Subcommittee the 
way in which you reached that result? Not now, but would you for 
the record submit to us your computations which led you to the $27 
million figure? 1 


1 Counsel to Deutsche Bank provided the Subcommittee with a letter dated September 29, 
2008, explaining that the $27 million figure “was derived from an analysis of data reflecting 
stock lending transactions and forward contract transactions involving the DBIL entity ... in 
which securities were held ‘for 21 days or less, where such a time period covered a dividend 
record date of the securities!!. ]”’ 

The Subcommittee advised Deutsche Bank that the request for the approximate amount of 
total withholding taxes avoided through dividend enhancement, yield enhancement, or other 
transactions that had the reduction of withholding tax as a primary purpose was not limited 
to transactions with a duration of 21 days or less. The Subcommittee asked Deutsche Bank to 

Continued 
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Ms. Leung. Yes, we can do that. 

Senator Levin. Ms. Leung, why did Deutsche Bank conduct its 
stock loan business on U.S. securities with entities in 15-percent 
tax jurisdictions from the Isle of Jersey? 

Ms. Leung. I am not intimately familiar with that business, but 
for these pools of — for these securities lending pools, these were 
bids for international securities, and that was run out of our Lon- 
don office. 

Senator Levin. Was that to take advantage of Notice 97-66? 

Ms. Leung. I do not believe 

Senator Levin. Was that utilizing that regulation? 

Ms. Leung. It utilized the regulation, yes. 

Senator Levin. All right. Let me ask you, Mr. DeRosa. Lehman 
Brothers established tax risk limits for all of the swap and stock 
loan transactions that you used for dividend enhancement pur- 
poses, the Cayman stock loan transactions had a $25 million an- 
nual limit, which was later raised to $50 million. Why did you set 
a tax risk limit? 

Mr. DeRosa. It goes back to not having clear guidance around 
the products. 

Senator Levin. All right. Was that tax guidance from the IRS, 
you mean? 

Mr. DeRosa. Yes. 

Senator Levin. And, Mr. Berke, did Morgan Stanley set any tax 
risk limits on any dividend enhancement transactions involving 
U.S. dividend-paying securities? 

Mr. Berke. Yes, there is a risk limit on a type of equity swap 
done out of London. 

Senator Levin. That is it? 

Mr. Berke. That is the only tax limit that I am aware of. 

Senator Levin. And did Deutsche Bank have any tax risk limits, 
Ms. Leung? 

Ms. Leung. We did not have any risk limits. 

Senator Levin. All right. And what about indemnity agreements? 
First of all, Lehman Brothers, Mr. DeRosa, did you have indemnity 
agreements? 

Mr. DeRosa. My understanding is that there are standard in- 
demnity agreements found both in the ISDA contract governing 
swaps and the OSLA contract governing securities lending. In addi- 
tion to that, when specifically asked by several clients with respect 
to our stock lending activities, we did provide further documenta- 
tion, which basically provided more specificity around the indem- 
nification that is found in the OSLA. 


provide the total amount of withholding taxes avoided through transactions conducted through 
DBIL. 

On October 30, 2008, counsel for Deutsche Bank responded with the following information 
encompassing transactions from October 2004, when DBIL commenced operations, through the 
end of 2007: 

“[T]he total hypothetical estimated withholding figure for all DBIL transactions of any 
tenor [is] $97,349,757.24. . . . $27,819,148.73 of this total is due to transaction where a posi- 
tion was held for 21 days or less. Another $8,479,821.51 is from transactions of more than 
21 days and fewer than 30 days. And the bulk of this total, $61,050,787, is due to trans- 
actions where a position was held for 30 days or more. Deutsche Bank does not believe that 
a transaction where a counterparty holds a position for a month or longer over a dividend 
record date is one that necessarily ‘has as a primary purpose the reduction, minimization, 
or elimination of withholding tax liability.’ ” 
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Senator Levin. Further documentation that had greater speci- 
ficity. Would that say that the customer wanted to be clearer in 
terms of indemnity? 

Mr. DeRosa. I think it does mean that the client wants more 
guidance than the standard language that is found in the OSLA. 
That is relatively broad. I think the wording is all encompassing, 
but I think in certain instances clients would like a more granular 
documentation. 

Senator Levin. And would that granularity, speaking with great- 
er clarity, mean specific indemnity for substitute payments? 

Mr. DeRosa. The indemnity provides that the counterparty 
would be not held liable if there were a withholding tax imposed 
at a later date. 

Senator Levin. On those substitute dividends? 

Mr. DeRosa. Correct. 

Senator Levin. Let’s see. Did I ask you, Mr. Berke about the in- 
demnity? 

Mr. Berke. Not yet. [Laughter.] 

Senator Levin. I would not want to leave you out. Did you issue 
indemnity agreements? 

Mr. Berke. In connection with our Notice 97-66 business, we 
have issued a handful of indemnities to order placers acting in a 
fiduciary capacity on behalf of investment clients. 

Senator Levin. Ms. Leung, did your bank issue indemnity agree- 
ments? 

Ms. Leung. We did not. 

Senator Levin. OK. Finally, let me ask the three of you: UBS has 
halted and Merrill Lynch has suspended stock loan programs that 
use entities in offshore tax havens for the purpose of utilizing that 
IRS notice. Do any of your companies plan to take any similar type 
of action? Mr. DeRosa, do you know of any plans by your company? 

Mr. DeRosa. Not to the best of my knowledge. 

Senator Levin. Mr. Berke. 

Mr. Berke. Not to the best of my knowledge. 

Senator Levin. Ms. Leung. 

Ms. Leung. Not to the best of my knowledge. 

Senator Levin. OK. Thank you for your appearance here today, 
and I appreciate your testimony. 

We are going to take a 5-minute break. 

[Recess.] 

Senator Levin. We will come back to order. 

Let me welcome our final witness, Hon. Doug Shulman, Commis- 
sioner of the IRS. 

Commissioner Shulman, I want to thank you for being here. I 
want to welcome you back to the Subcommittee. You have testified 
before this Subcommittee before on tax haven banks and U.S. tax 
compliance, and we very much appreciate your being with us today. 
I know you are familiar with our rule that we have to swear in all 
of our witnesses, and so I would ask you to stand and please take 
the following oath: Do you solemnly swear that all the testimony 
you will give before this Subcommittee will be the truth, the whole 
truth, and nothing but the truth, so help you, God? 

Mr. Shulman. Yes. 
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Senator Levin. Thank you so much, and I think you know our 
rule in terms of timing, and so we will just turn it right over to 
you directly for your testimony. 

TESTIMONY OF HON. DOUGLAS SHULMAN , 1 COMMISSIONER, 
INTERNAL REVENUE SERVICE, WASHINGTON, DC 

Mr. Shulman. Thank you, Chairman Levin, and good morning. 
I want to thank you for the opportunity to appear before you today 
to discuss an issue of great interest both to the Internal Revenue 
Service and this Subcommittee: The practice of using certain finan- 
cial instruments to reduce or eliminate the U.S. withholding tax 
that applies to payments of dividends on U.S. stocks to foreign per- 
sons. 

Let me reiterate what I told you previously: That I have made 
international issues a top priority for the IRS during my 5-year 
term as Commissioner. I am only 5 months into that term, but I 
am committed to aggressively pursue enforcement actions where 
taxpayers use the complexities of international commerce to cir- 
cumvent their duties under the law. 

I also want to tell you that I am personally focused on these 
issues and am in the process of shifting more resources to the fi- 
nancial markets in international arenas. 

Let me also just reiterate the appreciation that I and everyone 
at the IRS have for the support of the Members of this Sub- 
committee and, commend you and your staff for your excellent 
work. You really do great work, and it helps us out quite a bit in 
doing our job. 

In my limited time this morning, I would like to make a few 
points about securities lending and equity swaps, and the extent to 
which such transactions are being used as a means of avoiding the 
withholding tax on dividends paid to foreign persons. 

Before going into my testimony, I must start by saying that, as 
you know, taxpayer confidentiality laws preclude me from dis- 
closing information relating to specific taxpayers or specific audits. 
Accordingly, I will not be able to comment or respond to questions 
on any specific facts that have been reported by the Subcommittee 
or other witnesses. 

Our statutory and regulatory framework in this area, which in- 
cludes both legislation and administrative guidance, would objec- 
tively be called “a patchwork.” Dividends in the cash market are 
taxed at 30 percent, with a 30-percent withholding tax. By con- 
trast, capital gains earned by foreign persons on these same stocks 
are generally exempt from U.S. tax by statute. In addition, most 
forms of interest paid to foreign persons are not subject to U.S. tax. 
And at the same time, income earned by foreign residents with re- 
spect to total return swaps are generally considered to be exempt 
from U.S. tax. With that as a background and recognizing this 
patchwork, let me connect the dots for the Subcommittee on the 
IRS’s approach and strategy in this area. 

First, the IRS has numerous active investigations of the types of 
transactions that we are discussing today. In these types of large 
complex audits, our investigations lag behind the tax years. For in- 


1 The prepared statement of Mr. Shulman appears in the Appendix on page 94. 
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stance, the current examinations that we have open generally focus 
on years 2004 to 2006, but we also have investigations open in 
years before that. As you know, we do not receive 2007 corporate 
tax returns until later this month. However, if some of the type of 
information in your report plays out as we look at current or later 
years, we would have serious concerns and investigate the issues 
thoroughly. 

Examinations in this area are extremely complex, often involving 
multiple taxpayers, some of whom are foreign citizens located out- 
side the United States. As we discussed when I was here before, 
when we have foreign citizens and entities outside the United 
States, it can be harder for us to get there on our investigative re- 
sources, and we talked about some potential solutions like extend- 
ing the statute of limitations. 

In the course of our examinations, we have issued numerous in- 
formation document requests, requesting information related to 
suspicious transactions. Depending on the nature of the request, 
we look for emails, other documentation, and we also take testi- 
mony. As I noted before, these are extremely complex investiga- 
tions, and they are still ongoing. 

And while we are seeing some financial institutions whose swaps 
and securities lending business is structured for bona fide business 
purposes, we are also seeing some fact patterns that are troubling. 
I cannot comment on the specifics of the ongoing investigations, but 
I can tell you that where we see transactions that we believe are 
abusive, under my tenure at the IRS we will challenge them. 

As I said before, the Subcommittee staff has done excellent work 
in producing this report. There is one aspect of the report, however, 
that is troubling to me. The report may leave the reader with the 
impression that the IRS is reluctant to challenge financial institu- 
tions on tax matters. The report references the so-called Wall 
Street rule. 

Let me state very plainly and unequivocally that where the facts 
are favorable for the government, we will challenge sham trans- 
actions that have no economic purpose other than tax avoidance. 

On the policy front, we are aware that some companies believe 
there is a loophole in Notice 97-66 which allows them to structure 
securities lending deals that avoid all withholding on the payment 
of dividends. As you know, Notice 97-66 is 10 years old. I agree 
that Notice 97-66 should be reviewed to determine if it can be 
modified in such a way as to retain the original intent. I have 
asked the IRS staff to work with the Treasury Department on this 
analysis. 

As the Nation’s tax administrator, I always welcome dialogue on 
better ways to run our system of taxation. As we look at this no- 
tice, however, we also have to recognize that it opens broader eco- 
nomic policy issues, and we will need to consider how it fits into 
our patchwork of taxation for the capital markets. 

Regardless, you should rest assured, Mr. Chairman, that on my 
watch, the IRS will aggressively pursue financial institutions who 
are using the complexity of the global capital markets to avoid pay- 
ing the taxes that they owe. 
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Thank you for the opportunity to appear today. I appreciate the 
support that your Subcommittee has given the IRS over the years, 
and I am happy to respond to questions. 

Senator Levin. Thank you very much, Commissioner. 

This has been going on for 10 years. You have only been there, 
I guess, half a year — how many months have you been there? 

Mr. Shulman. Five months. 

Senator Levin. Five months. We basically have heard for 10 
years, not from you but from other folks at the IRS, that this is 
troubling; they are reviewing particularly Notice 97-66. 

Now, if you are sitting out there and you are a taxpayer in this 
country and you are paying your taxes, including taxes on divi- 
dends that you are receiving from companies, and then folks over- 
seas who are receiving dividends who are supposed to be paying 
taxes on those dividends are using these gimmicks to avoid paying 
taxes, and it was clearly not intended that they be able to avoid 
paying taxes on dividends because we have a withholding require- 
ment — which has got teeth in it, but they have avoided it through 
these gimmicks which you know about and have heard about again 
this morning, why not just end it? I know the policy arguments. 
Those policy arguments will rage until someone resolves those pol- 
icy arguments. And I take it you have participated in policy discus- 
sions about this issue. Is that a fair statement? 

Mr. Shulman. Only very recently. 

Senator Levin. Only very recently. 

Mr. Shulman. Yes. 

Senator Levin. But there are policy discussions which are raging 
around this issue, I assume, within the IRS and in the Treasury. 
Is that a fair statement? 

Mr. Shulman. I think everyone is aware there are policy issues. 

Senator Levin. This hearing is not into the policy issues. We will 
let the Finance Committee and others have that debate. This is a 
question of enforcing our tax laws. They are not being enforced. It 
is very simple. It is very clear. They are not being enforced. We 
heard it here very clearly this morning. They are clearly not being 
enforced on the stock loans, where everyone acknowledges that 
that regulation was not intended to allow for the avoidance of taxes 
when it comes to the stock loans which we heard described. But 
then you have got these phony stock sales that then are used as 
part of a swap transaction to avoid the tax on dividends where 
swaps are used. 

Now, why can’t we just simply modify Notice 97-66? You have 
acknowledged this morning its purpose is being obviated. I know 
there are policy issues involved, but why not change the regula- 
tion? It is acknowledged that its purpose is being circumvented, so 
why not change it? 

Mr. Shulman. You brought up a few things there. Let me first 
say, if I were a financial institution testifying before you, I would 
sit up here and be assertive and claim my view of the tax law. I 
think the IRS may have a view that is different from some of the 
things you have heard. 

Senator Levin. Not on Notice 97-66. 

Mr. Shulman. Well, second is we have a number of ongoing in- 
vestigations. On the spectrum of rules that are easy to enforce or 
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not, I would say Notice 97-66 happens to be one of the more dif- 
ficult ones, and that is why I acknowledge and agree with you, and 
have asked the staff to start looking to see if there is a way to mod- 
ify it with the current Treasury. And clearly, we are also going to 
have to have this discussion with the next Administration. 

But I do not think companies should take comfort, and I do take 
issue with the notion that we are not being aggressive and actively 
looking at these situations. As I said, we have open investigations, 
some of which are in the years you have looked at. All the things 
in this report are not things that are going to go unnoticed. We are 
going to push on this very hard. 

As you noted, I am 5 months into my term, and I think our staff 
clearly understands that I think we should be aggressive about this 
and make sure people are not circumventing the law. 

Senator Levin. Well, you heard Professor Avi-Yonah say that he 
heard a tax professional call these dividend enhancement trans- 
actions an “approved loophole.” What is your reaction to that? 

Mr. Shulman. My reaction is for the current transactions that 
are under investigation in the future, which are the ones that I can 
influence on my watch. If I were a taxpayer, I certainly would not 
take comfort that the IRS is not going to challenge them. 

Senator Levin. And you say that the so-called “Wall Street Rule” 
that says if financial firms do certain transactions for years, claim 
they are tax free, and the IRS does not object, that the IRS loses 
the authority to challenge that transaction. You challenge that 
rule? 

Mr. Shulman. I do challenge that rule. I think there has been 
no private letter rulings on this, which gets you a little further 
down the road. Also, as we have talked about in other hearings, I 
think you would agree that over the last 6 months the IRS record 
of aggressively targeting international transactions, taking a hard 
run at the QI program, and using our John Doe summons author- 
ity, has shown improvement. These are all things that had not 
been done before, and I think the IRS is at least showing, since I 
have been here, an aggressive stance. If I were a prudent taxpayer, 
I would not take comfort in the notion of the Wall Street rule — that 
if we have not looked at something before, we therefore think it is 
not within the law, and will not look at it now or in the future. 
A prudent taxpayer should not take comfort with that. 

Senator Levin. Here is the testimony of Mr. DeRosa, which I 
think you heard this morning: “Most, if not all, of the major Wall 
Street investment banks and commercial banks engage in equity 
swap and stock loan transactions referencing U.S. underlying equi- 
ties with non-U. S. counterparties. Over the last 15 years, numerous 
commentators in widely respected taxation journals have addressed 
the withholding tax consequences of equity swaps similar to those 
offered throughout Wall Street, including articles by the current 
chief of staff for the Joint Committee on Taxation and his former 
law firm. In 1998, a Notice of Proposed Rulemaking was published 
in the Federal Register that expressly addressed the same issue. It 
said, ‘Treasury and the IRS are aware that in order to avoid the 
tax imposed on U.S. source dividends . . . some foreign investors 
use notional principal contract transactions based on U.S. equities 
. . . Accordingly, Treasury and the IRS are considering whether 
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rules should be developed to preserve the withholding tax with re- 
spect to such transactions.’” 

Now, according to this testimony, that is 1998 — so, in other 
words, 10 years ago. So now the Treasury and the IRS have been 
aware for 10 years because they said they were aware back in 
1998. 

If you are aware of something for 10 years and do nothing about 
it, why would you expect any other reaction on the part of this 
business other than to just pile on, keep on using it, keep on cost- 
ing the Treasury and the IRS billions of dollars over these 10 
years? Why would you expect any other reaction except that this 
is, in the words of the tax professional, an “approved loophole”? 
Isn’t that a kind of normal reaction after 10 years? 

Mr. Shulman. Well, I cannot speak to people’s reactions. What 
I can tell you is clearly, as I said before, some of the testimony you 
heard today was people justifying transactions. As you know, the 
tax code is four times as long as “War and Peace,” and they picked 
out a nice sentence to give them comfort, which might be false com- 
fort. 

We have a number of investigations underway. Some of the stock 
lending under Notice 97-66 presents to us real questions about the 
substance of the underlying corporation. In swaps, we have inves- 
tigations underway in the broadest terms on some of the kinds of 
things you have looked at, crossing in, crossing out only for tax 
avoidance purposes. 

And so the notion that a lot of experts have opined on this in the 
past, again, I would not, if I were a firm, take false comfort in that. 
The IRS is looking at these issues and is going to be aggressive. 

Senator Levin. I am not talking about the number of experts. I 
am talking about the Notice of Proposed Rulemaking of the IRS. 
That is your own statement. This is an expert’s — not yours, the 
previous IRS Commissioner. “Treasury and IRS are aware that in 
order to avoid the tax imposed on U.S. source dividends . . . some 
foreign investors use notional principal contract transactions based 
on U.S. equities . . . Treasury and the IRS are considering wheth- 
er rules should be developed to preserve the withholding tax with 
respect to such transactions.” Are you still considering it? 

Mr. Shulman. Well, I think this is the swap 

Senator Levin. Yes. Are you consider it? 

Mr. Shulman [continuing]. Issue that you are looking at? 

Senator Levin. Right. Are you considering whether rules should 
be developed to preserve the withholding tax with respect to swap 
transactions that are used in the way we have defined very specifi- 
cally to avoid withholding? Is that under consideration? 

Mr. Shulman. I would tell you what you said earlier, that cer- 
tainly tax policy is not solely in the purview of the IRS Commis- 
sioner. We are, however, actively investigating people who use 
swaps potentially in ways that are only meant to avoid the tax law, 
and do not really transfer benefits and burdens. I just would not 
comment on broader swaps policy. 

Senator Levin. And what is your policy about dividend enhance- 
ment transactions? 

Mr. Shulman. As you would agree, we do not have broad poli- 
cies. I think I, like you, find some of these marketing materials dis- 
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tasteful. For us, though, as the administrator of the law, we need 
to be fair and look at the rules and enforce them. 

So our concern is that when we see people exploiting the tax law, 
not meeting the spirit and the letter of the law, not meeting their 
tax obligations, we will go after them aggressively. 

Senator Levin. Are you able to put in writing what the IRS posi- 
tion is about dividend enhancement transactions? Could you issue 
just a statement as to what your position is? 

Mr. Shulman. I am not 

Senator Levin. I think it will have a very salutary effect if you 
could do that. First, on swaps, if you could do that, as to when, 
from the IRS’s perspective, is it appropriate that a swap be used 
which involves a sale which is not a sale, which then shifts the 
source. I think that it is reasonable for us to know where you stand 
on that practice. And so I am going to ask whether you would pro- 
vide that for the country. 

Mr. Shulman. Yes, I am not going to agree to write a specific 
policy on dividend enhancements. I think we are pretty clear that 
there is a current swap rule that has been in place since 1991. 
With people who try to circumvent that rule, we are going to be 
aggressive. We actually have ongoing investigations that are com- 
plex and fact specific that I am not going to jeopardize by going fur- 
ther and changing policy or discussing that here, which is not 
clearly purely under my purview. I think I owe it to the current 
and future Treasury Secretary to have this discussion with them. 

Senator Levin. I am not talking about whether the policy should 
be changed. I am talking about what the current policy is. 

Mr. Shulman. Yes, I think the current policy on swaps is 
this 

Senator Levin. Swaps when used in connection with these phony 
sales in order to avoid taxes on dividends from non-Americans. 
That is the issue. 

Mr. Shulman. Oh, I think we have been pretty clear on that, and 
I am happy to make sure we continue to be clear. 

Senator Levin. If you could give us the clear statement for the 
record, that would be very helpful. 

Mr. Shulman. Here is what I am going to do. My biggest concern 
is to make sure that we administer the law effectively, and so I 
need to talk to the people who have ongoing investigations and 
make sure anything we give you is not going to endanger the gov- 
ernment’s position in the ongoing investigation so that I can meet 
my promise of being aggressive in this area to you. 

Senator Levin. I accept that. We do not want to jeopardize an 
investigation. But you said that the position of the IRS is clear on 
that, and I would just like a copy of that clear statement. OK? Is 
that fair enough? 

Mr. Shulman. That is fair. I will give you as clear a statement 
as I can get. 1 

Senator Levin. Good. And then, second, on the Notice 97-66 reg- 
ulation, since it is clear, I think everyone would agree, that the No- 
tice 97-66 regulation has been used in a way that it was not in- 
tended, can you say that? And can you be that clear? 


1 See Exhibit No. 36 which appears in the Appendix on page 304. 
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Mr. Shulman. I can tell you that certain financial institutions 
have interpreted Notice 97-66 to mean that they do not need to 
pay dividends if they structure a transaction a certain way. I will 
also tell you what I said before about the Wall Street rule, that 
people should not take comfort in the notion that if we have not 
challenged transactions in the past, we will never challenge them 
in the future. I can also commit to you what I said before, that I, 
as IRS Commissioner who does not have the sole authority to make 
broad policy changes, have instructed our staff to start working 
with Treasury to review this notice very closely. 

Senator Levin. And can you state clearly what the intent was of 
Notice 97-66 and what the intent was not? 

Mr. Shulman. Well, first of all, I was not there when it hap- 
pened. But I will tell you what my understanding is. My under- 
standing is that it was intended to prevent cascading of dividends, 
where there was a lot of confusion in the market that multiple peo- 
ple were going to be paying tax on the substitute dividends pay- 
ments. 

There was a notion that when the lending happened, it would 
stay at the bank and the bank would pay the dividend, so that a 
taxpayer would pay the tax on the dividend. I think the market has 
gotten much more complex and much more sophisticated in deriva- 
tives since then, and we potentially have unintended consequences. 
But the original intent was to take care of the cascading problem. 

Senator Levin. And so it was intended that taxes be paid on divi- 
dends. 

Mr. Shulman. I cannot tell you that. What I can tell you is that 
the original intent — the reason this notice was issued — was to take 
care of the cascading problem. 

Senator Levin. To avoid multiple tax. 

Mr. Shulman. Yes. And, again, that was 10 years ago. I am sit- 
ting here today, and you have my commitment to take a hard look 
at this. 

Senator Levin. And, finally, should we not under current law 
treat dividend equivalent payments the same way we treat divi- 
dends, as Professor Avi-Yonah recommends, under current law? 

Mr. Shulman. I think there are a whole bunch of ways to struc- 
ture synthetic transactions to avoid paying dividends on economic 
structures that look pretty similar to a dividend being paid. We 
have talked about swaps. We have talked about securities lending. 
Equity-linked notes under statute, which have nothing to do with 
IRS regulation, can be structured in such a way that you can get 
money for dividends and a payment for dividend and not pay the 
taxes on that same economics. So what I would tell you is that this 
country does not have a consistent approach to cash markets 
versus derivatives markets and how to take them. That is a subject 
worthy of a broader policy debate, and I think it would be rel- 
atively irresponsible of me to lay down a stake on it now, since it 
involves a whole bunch of other agencies and, clearly, the Congress. 

Senator Levin. Thank you, Commissioner. I will just conclude 
with this statement, that we are dealing here with major financial 
players. They presumably do not want to be on the wrong side of 
the law. If the IRS tells them to stop, they would stop. So far, the 
IRS will not say “Stop.” It won’t say “Go.” So the financial commu- 
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nity does not really know if it is on the wrong side of the law or 
not. Many of them claim everyone is waiting for the IRS to make 
up its mind. After 10 years of mixed signals, the IRS’ failure to say 
where it stands, I think it makes a mockery of your mission. And 
we need to have your resolution promptly. And if you cannot do it 
this year, I hope you can do it by the spring of next year. 

Is that a fair request? 

Mr. Shulman. Yes. 

Senator Levin. Thank you. We stand adjourned. 

[Whereupon, at 12:23 p.m., the Subcommittee was adjourned.] 
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My name is Reuven S. Avi-Yonah. I am the Irwin I. Cohn Professor of Law and Director 
of the International Tax Master of Law Program at the University of Michigan Law 
School. I hold a JD (magna cum laudg) from Harvard Law School and a PhD in History 
from Harvard University. I have 19 years of full and part time experience in the tax area, 
and have been associated with or consultant to leading law firms like Wachtell, Lipton, 
Rosen & Katz, Cravath, Swaine & Moore and Cadwalader, Wickersham & Taft. I have 
also served as consultant to the US Treasury Office of Tax Policy and as member of the 
executive committee of the NY State Bar Tax Section. I am currently Chair of the ABA 
Tax Section Committee on VAT, a member of the Steering Group of the OECD 
International Network for Tax Research, and a Nonresident Fellow of the Oxford 
University Center on Business Taxation. I have published eleven books and over 80 
articles on various aspects of US domestic and international taxation, and have fourteen 
years of teaching experience in the tax area (including basic tax, corporate tax, 
international tax and tax treaties) at Harvard, Michigan, NYU and Penn Law Schools. 

I would like to thank Senators Levin and Coleman and the Committee staff for inviting 
me to testify today on dividend tax abuse. 

1. Introduction. 

The United States levies a 30% withholding tax on “fixed or determinable annual or 
periodic” (FDAP) income paid from US sources to non-resident taxpayers. 1 This 
withholding tax has been in place since the beginning of the income tax as a way of 
ensuring that non-resident taxpayers fulfill their tax obligation when earning US 
source income. Since the 1930s, the withholding tax on the gross amount of FDAP 
has been the final tax on such income, collected in lieu of the graduated income tax 
on net income that is levied on US residents (and on non-residents earning income 
that is effectively connected with a US trade or business). 

A number of exemptions and treaty-based reductions apply to most forms of FDAP. 
For example, portfolio interest (interest paid to non-residents who do not own 10% or 
more of the stock of a corporate payor) is typically exempt from withholding tax 
under the “portfolio interest exemption.” 2 Royalties are likewise typically exempt 
from withholding tax because most of them are paid to countries with whom we have 
treaties that follow the US and OECD Models and reduce withholding on royalties to 
zero. 3 


1 IRC 871(a)(1), 881(aXl). 

2 IRC 871(h), 881(c). 

3 See Reuven Avi-Yonah and Martin B. Tittle, The Integrated 2006 United States Model Income Tax 
Treaty (Vandeplas, 2008), Art. 12. 
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Thus, the main source of revenue from the withholding tax on FDAP is dividends. 
Dividends are subject to the full 30% withholding if not paid to a resident of a treaty 
jurisdiction, but even in the case of treaty partners, our treaties only reduce dividend 
withholding to 15% for portfolio dividends and 5% for direct dividends. 4 This 
represents a judgment of the Treasury Department and the Congress that it is 
appropriate for non-resident taxpayers to pay a withholding tax on dividends, even 
though the underlying corporate income has already been taxed once. 5 If Congress 
were to decide that this judgment is erroneous, it could change the policy; but as long 
as dividend withholding is the law, it is not appropriate for Treasury, the IRS or 
taxpayers to abolish it. 

Do dividends actually bear a withholding tax of 30% or 15%? In 2003, the latest year 
with reliable data, about $42 billion in US source dividends were paid to non-resident 
corporations, but only about $1.9 billion (or 4.5%) were withheld. 6 This suggests that 
the only dividends actually subject to withholding are direct dividends, i.e., dividends 
paid to affiliated corporations within multinational enterprises, which are typically 
subject to the reduced treaty tax rate of 5%. What happened to all the portfolio 
dividends? 

2. Equity Swaps. 

Beginning in the 1980s, derivative financial instruments have been developed that 
potentially undermine the integrity' of the income tax by, for example, converting 
equity into debt. 7 For present purposes, the relevant derivative is the total return 
equity swap (TRES). 

In a TRES transaction, a foreign investor (who may or may not hold stock in a US 
corporation) enters into an agreement with a US financial institution. Under the TRES 
agreement, the investor pays an amount equal to the value of some amount of stock of 
a US corporation (the “underlying stock”) to the financial institution. In return, the 


4 Avi-Yonah and Tittle, Art. 10. Many of our recent treaties (e.g., with the UK) reduce the dividend rate to 
zero for certain direct dividends, but never for portfolio dividends. 

5 While it may seem strange that dividends, which are not deductible, are subject to withholding tax while 
interest and royalties are not, this reflects the reality that (a) royalties are tax-free by treaty because the US 
gains more from reducing foreign taxes on royalties than it loses by reducing its own, (b) interest is tax free 
because it can easily be earned anywhere in the world and an attempt to impose withholding taxes on it 
would lead investors to go elsewhere and/or increase costs to US borrowers. Dividends, on the other hand, 
arguably represent an investment in unique US companies earning particular forms of rent, so the 
investment cannot easily be replicated elsewhere. For a proposal to impose withholding taxes on interest 
and royalties in coordination with other OECD members see Reuven Avi-Yonah, A Coordinated 
Withholding Tax On Deductible Payments, Tax Notes (June 2, 2008). 

6 Tax Compliance: Qualified Intermediary Program Provides Some Assurance that Taxes on Foreign 
Investors are Withheld and Reported, but Can Be Improved, Government Accountability Office, Report 
No. GAO-08-99 (December 2007) (the GAO Report), Table 3. 

7 Alvin C. Warren, Jr., Financial Contract Innovation and Income Tax Policy, 107 Harv. L. Rev. 460 
(1993); for an argument that the threat posed by derivatives to the income tax has been exaggerated see 
David M. Plasen, A Realization-Based Approach to the Taxation of Financial Instruments, 57 Tax L. Rev. 
397 (2004). 
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investor receives (a) the right to a dividend equivalent (DE) whenever the underlying 
stock pays an actual dividend, and (h) the right to any appreciation in the stock when 
the TRES expires, and undertakes to pay the financial institution for any decline in 
the stock’s value when the TRES expires. Thus, for the period of the TRES, the 
holder of the TRES is in the same economic position as if it held the underlying 
stock, although it is not a stockowner for corporate governance purposes (e.g., 
voting). 

The financial institution then uses the funds received from the investor to purchase 
the underlying stock. During the period of the TRES, the financial institution pays a 
DE whenever the underlying stock pays a dividend. Upon expiration of the TRES, the 
financial institution sells the underlying stock, and the parties settle the TRES 
transaction hy making a payment equal to the appreciation or depreciation of the 
stock. 

What are the tax consequences of this transaction? For the financial institution, the 
actual dividends received on the underlying stock represent income, but that is offset 
by a deduction for the DE payment to the investor. The capital gain or loss on the 
underlying stock at the end of the TRES is likewise offset by the payment to settle the 
TRES. Thus, the US financial institution is perfectly hedged and indifferent to the tax 
treatment of the DE (it pays tax on the fees received for undertaking the TRES). 

For the foreign investor, the capital gain or loss at the end of the TRES are foreign 
source income and thus not subject to US taxation. 8 Before 1991, there was 
uncertainty as to the tax treatment of the DE. It could be argued that the DE was 
equivalent to a dividend and therefore subject to US withholding tax. However, in 
January of 1991 the Treasury issued a regulation stating that “the source of notional 
principal contract income” (which includes income from derivatives such as the 
TRES) “shall he determined by reference to the residence of the taxpayer.” 9 Thus, 
because the recipient of the TRES is a foreign resident, the DE is foreign source 
income and not subject to US tax. 

Why did the Treasury adopt this rule? At the time, there was widespread concern that 
imposing withholding taxes on derivatives would kill a new and flourishing market in 
securities, which arguably benefited both Wall Street and US issuers by harnessing 
billions of dollars of funds. There was extensive lobbying by the Securities Industry 
Association and expressions of concern that the uncertainty regarding the source of 
income on derivatives was harming the market. 10 

It was immediately understood that the effect of the new rule would be to exempt 
DEs from withholding tax even if economically they are indistinguishable from 


8 IRC 865(a)(2). 

9 Treas. Reg. 1.863-7(b), adopted by T.D. 8330, 1-1 1-91. 

10 See generally H. David Rosenbloora et al., General Report, Tax Aspects of Derivative Financial 
Instruments, 80b Cahiers de droit fiscal international (1995); Reuven S. Avi-Yonah and Linda Z. Swartz, 
U.S. International Treatment of Financial Derivatives, 74 TaxNotes 1703 (1997). 


3 



62 


dividends. Commentators expressed concern that the source rule for derivatives 
would result in widespread avoidance of the withholding tax on dividends, because a 
TRES gives the foreign holder the same economic returns as an investment in the 
underlying stock, but enables it to avoid the withholding tax because of the source 
rule for DEs. 11 

The Treasury and the IRS were aware of these concerns. In January of 1992, in the 
context of issuing the new rule for securities lending (discussed below), the Treasury 
and IRS expressed concern that the derivative source rule could lead to avoidance of 
the dividend withholding tax by using TRES, and suggested that a single stock TRES 
may be abusive. 12 However, no action was taken. In 1 998, in the context of issuing 
new regulations governing the treatment of derivatives under IRC section 446, the 
Treasury and IRS repeated their concern that TRES could be used to avoid dividend 
withholding. 13 In response, the New York Bar Association Tax Section issued a 
report urging the Treasury not to treat DEs as equivalent to actual dividends for 
withholding tax purposes. 14 Again, Treasury and the IRS took no action. 

The market understood the inaction by Treasury and the IRS as a sign that using 
TRES (even on a single stock, and even when the investor held the actual stock 
before and after entering into a TRES over the ex-dividend date) is an “approved 
loophole.” As a result, by 2008, only the hopelessly unsophisticated foreign portfolio 
investor would invest directly in the stock of US corporations and incur the 
withholding tax on actual dividends. 15 Instead, everyone invests using TRES and 
receives tax-free DEs. Thus, it is unsurprising that the GAO Report numbers suggest 
that no withholding tax is collected from foreign corporate investors in US portfolio 
stock. The numbers indicate that the entire amount collected as withholding tax on 
dividends stems from direct (over 10%) holders, who care about voting the stock and 
therefore will not enter into a TRES. 16 


11 See, e.g., Oren Penn, Withholding Tax in Cross-Border Equity Swaps: The Dividend Problem, 93 TNI 
196-14 (1993); Gregory May, Flying on Instruments: Synthetic Investments and the Avoidance of 
Withholding Tax, 96 TNT 239-32 (1996); Avi-Yonah and Swartz, supra; Yaron Reich, Taxing Foreign 
Investors' Portfolio Investments: Developments and Discontinuities, 16 TNI 1975 (1998); David P. 

Hariton, Equity Derivatives, Inbound Capital and Outbound Withholding Tax, 60 Tax Lawyer 313 (2007). 

12 Preamble to Prop. Reg. 1 .86 l-3(a)(6), 57 F.R. 860 (January 9, 1 992). 

13 Preamble to Treas. Reg. 1.446-3, 1998-1 C.B. 1322 (June 29, 1998). 

14 NYSBA Report, Report on the Imposition of U.S. Withholding Tax on Substitute and Derivative 
Dividend Payments Received by Foreign Persons, 79 Tax Notes 1749 (1998) (the NYSBA Report). The 
NYSBA Report made two arguments: First, that an investor in a TRES is not the same as an investor in the 
underlying stock or as an investor in a securities lending transaction because it may never hold the 
underlying stock; and second, that if the Treasury attacked single stock TRES, the same result can be 
achieved using baskets. These arguments are addressed below. 

15 An important question is whether these investors are truly foreign or whether they are US persons 
investing through tax havens and avoiding their tax liability on dividends. Joe Guttentag and I have 
estimated that the US loses $50 billion each year because of tax haven abuses by US resident taxpayers. 

See Joseph Guttentag and Reuven Avi-Yonah, Closing the International Tax Gap, in Max B. Sawicky (ed.), 
Bridging the Tax Gap: Addressing the Crisis in Federal Tax Administration, 99 (2005). 

16 Note, however, that it may be possible for a foreign parent to create two classes of stock in its subsidiary, 
one carrying the vote and the other the dividend, and engage in a TRES with respect to the dividend paying 
stock while retaining the voting stock. 
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3. Securities Loans. 

In 1992, a year after issuing the new rule for sourcing DEs, the Treasury and IRS 
issued proposed regulations governing securities lending transactions. 1 These 
regulations take a different approach to taxing dividend substitutes (DS) made 
pursuant to a securities lending transaction. The regulations were finalized in 1997. 18 

In a typical cross-border securities loan, a foreign holder of US stock enters into an 
agreement with a US borrower. Under the agreement, the US borrower borrows the 
stock for a certain period of time, and returns it thereafter. The US borrower is treated 
as the holder of the stock for the period of the loan, and therefore is entitled to receive 
any dividends on it during that period. 

Because the foreign lender forgoes the right to receive dividends for the term of the 
loan, the US borrower agrees to make a DS payment ay time the underlying stock 
pays a dividend. Thus, the US borrower receives the dividend, and immediately turns 
around and makes a DS payment to the foreign lender. Since the DS payment is 
deductible, the US borrower has no net income. 

What are the tax consequences to the foreign borrower? Under the regulations, “[a] 
substitute dividend payment shall be sourced in the same manner as the distributions 
with respect to the transferred security.” 19 Thus, a DS is treated as a dividend for all 
US tax purposes (including for tax treaty purposes), and therefore it is subject to US 
withholding tax when made from a US borrower to a foreign lender. 

The contrast between the DS rule (for securities loans) from 1992 and the DE rule 
(for TRES) from 1991 is impressive, since economically both transactions are 
identical: in both, as well as in a direct investment in the underlying stock, the foreign 
investor receives the full amount of the dividend. 20 Why, then, is the DS treated as a 
dividend for withholding tax purposes, while the DE is not? 

In its 1998 report on the issue, the New York State Bar Association Tax Section 
argued that the DS rule should not be applied to DEs because in a TRES the foreign 
holder may never have held the underlying stock, while in a DS and a direct 
investment the foreign holder held the stock. 21 This may or may not be true (in many 
TRES transactions the foreign investor holds the stock before and after the TRES, 
which is entered into to cover the ex-dividend date). But even if true, it is unclear why 


17 57 Fed. Reg. 860 (January 9, 1992). 

18 T.D. 8735 (October 6, 1997). 

19 Treas. Reg. 1.861-3(a)(6). 

20 Minus any fee levied on the DS or DE, which represent a payment to the US financial institution for 
“enhancing the dividend yield", i.e., enabling the investor to avoid the withholding tax. 

21 NYSBA Report, supra. The NYSBA also argues that any change to the DE rule involving single stocks 
can be avoided by using baskets. Because of this issue, I would recommend a rule relying on the well- 
established “substantially similar or related property” (SSRP) standard of IRC 246(c). See 
recommendations below. 
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it is relevant. Economically, the foreign investor in a TRES is in exactly the same 
position as a foreign investor in the underlying stock or as a foreign lender in a 
securities loan; All three are entitled to the dividend, and all three have the upside and 
downside risk of holding the stock. 22 

I believe that Treasury and the IRS had second thoughts about the 1991 DE rule by 
the time they issued the DS rule a year later, as indicated by the concerns expressed in 
the preamble to the DS rule. This explains whey they took a different approach in the 
DS rule. However, no action was taken to curb abusive exploitation of the DE rule in 
the period from 1992 to the present. 

4. Combining Equity Swaps with Securities Loans. 

Treasury and the IRS finalized the DS rule in October, 1997. Taxpayers immediately 
expressed concerns that the DS rule could result in a “cascading” withholding tax on 
multiple securities lending transactions. 

The cascading issue arises because the DS rule applies to any securities loan 
involving stock of a US corporation, including a securities loan between foreign 
persons. Suppose that foreign person 1 lends stock in a US corporation to foreign 
person 2. Under the DS rule, if the US issuer pays a dividend to foreign person 2 (the 
holder for the period of the loan), and if foreign person 2 then makes a DS payment to 
foreign person 1, both payments (the actual dividend and the DS) would be subject to 
withholding, resulting in a cascading tax of over 30%. 

How likely is this scenario? Generally unlikely, because the obvious solution is to 
make the securities loan to a US person, not to another foreign person, thereby 
avoiding the cascading by avoiding the withholding tax on the actual dividend. 
However, taxpayers argued that in some cases, regulatory limits prevented foreign 
lenders from engaging in securities loans with borrowers outside their own country. 23 

Because of these concerns. Treasury and the IRS issued Notice 97-66 in November, 
1997 (i.e., a month after the DS rule became effective). Under Notice 97-66, the US 
withholding tax on a DS foreign to foreign payment “will be the amount of the 
underlying dividend multiplied by a rate equal to the excess of the rate of U.S. 
withholding tax that would be applicable to U.S. source dividends paid by a U.S. 
person directly to the recipient of the substitute payment over the rate of U.S. 
withholding tax that would be applicable to U.S. source dividends paid by a U.S. 
person directly to the payor of the substitute payment.” 24 


22 In some TRES and securities loan transactions, the foreign holder gets less than the full amount of the 
dividend; the difference is simply a fee paid to the US financial institution that arranges the transaction. For 
TRES transactions, this fee may also incorporate a splitting of the risk that the IRS would seek to impose a 
withholding tax on the TRES. 

23 1 have seen no evidence that this is in fact a serious concern. 

24 Notice 97-66, 1997-2 C.B. 328. 
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What this means is that if foreign persons 1 and 2 are in the same country or in two 
countries subject to the same dividend withholding tax rate (e.g., 30% and 30% or 
1 5% and 1 5%), and if a US withholding tax is imposed on an actual dividend to 
foreign person 2, then a DS payment from foreign person 2 to foreign person 1 would 
not be subject to US withholding tax, because a direct payment from the US to either 
foreign person would be subject to the same withholding tax rate. 25 

The clear intent of the Notice, as stated in both the text and in the examples, is to 
condition this rule on an actual US withholding tax being paid on an actual dividend 
or a DS somewhere in the chain. If no US withholding tax is ever paid, no cascading 
issue arises. 

However, because the Notice (issued in haste a month after the DS rule was finalized) 
did not explicitly include this condition, taxpayers soon found a way to avoid the DS 
rule by combining it with the DE rule. 26 In such transactions, instead of foreign 
person 2 holding the actual stock of the US corporation (and thereby subjecting itself 
to withholding tax), foreign person 2 would enter into a TRES with respect to the 
stock. Foreign person 2 would then receive the DE free of withholding tax under the 
DE rule, and would make the DS payment to foreign person 1 free of withholding tax 
under Notice 97-66. 

I believe this treatment of the transaction is wrong under the terms of Notice 97-66. 
Because the rationale for the Notice hinges on an actual withholding tax being due 
somewhere in the chain, it is inappropriate to interpret it as exempting the DS 
payment from withholding tax when there is no withholding tax due anywhere. Even 
if the taxpayer does not know whether a withholding tax is due (e.g., because foreign 
person 2 sells the borrowed stock into the market and does not know who the buyer 
is), I would argue that the Notice does not apply because foreign person 2 has the 
burden of proof to show that a withholding tax applies somewhere before it can 
exempt its DS payment to foreign person 1 from withholding under the Notice, Given 
that taxpayers are in a better position to establish that a withholding tax was actually 
imposed on the transaction, there should be a presumption that the Notice does not 
apply unless the taxpayer meets this burden. 

5. Recommendations 

In my opinion, there is no good policy reason to treat actual dividends, DEs and DSs 
differently for withholding tax purposes. I would therefore recommend that Congress, 
Treasury and the IRS take the following actions to prevent the widespread avoidance 
of the dividend withholding tax: 


15 Ironically, this means that a DS payment from one tax haven person to another is subject to better 
treatment than a payment from a non-tax haven person to a tax haven person (because the 15% to 30% 
payment would be subject to tax at 15%, while the 30% to 30% payment is exempt). 

Treasury and the IRS may have realized this by the time they expressed concern on abusing the DE rule 
in the preamble to the IRC 446 regulations (June, 1998). 
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1. The DE rule (Treas. Reg. 1.863-7(b)} should be revised. For DEs on single stock 
TRES, the rule should be the same as the DS rule (Treas. Reg. 1.861 -3(a)(6)), i.e., 
the DE should be treated as an actual dividend for all U.S. tax purposes. 

Moreover, DEs on a basket of stock should likewise be treated as equivalent to a 
dividend if the basket represents “substantially similar or related property” (as 
defined under IRC 246(c) and the Regulations thereunder) to a single stock. 

2. Notice 97-66 should be amended to explicitly condition its application on the 
taxpayer showing that a U.S. withholding tax was levied on a dividend or a DS 
payment in the same chain of transactions to which the Notice is being applied. 

3. The IRS should challenge existing interpretations of the DE rule and of Notice 
97-66 that it deems abusive. For example, it should challenge the applicability of 
the DE rule to situations where the foreign investor holds the actual stock and 
enters into a TRES to cover the ex-dividend date. Likewise, it should challenge 
any application of Notice 97-66 to situations where the taxpayer cannot show that 
a U.S. withholding tax was levied on a dividend or a DS payment in the same 
chain of transactions to which the Notice is being applied. 

4. The IRS should challenge existing transactions involving DE and DS that lack 
economic substance. In particular, the IRS should examine whether transactions 
using Notice 97-66 satisfy the objective business purpose prong of the economic 
substance test. 

6. Conclusion. 

Congress has determined that foreign taxpayers who invest in US portfolio equities 
should be subject to a 30% or 15% withholding tax. Many commentators have argued 
that this result is inappropriate when interest and royalties are usually not subject to 
withholding tax. However, the distinction between royalties, interest and dividends 
can be defended. 27 Moreover, even if a “portfolio dividend exemption” is appropriate 
as a policy matter, as long as Congress does not enact one, and as long as the Senate 
does not ratify treaties with a zero rate for portfolio dividends, it is up to Congress, 
the Treasury and the IRS to defend the US revenue base by preventing taxpayers from 
abusing the DE and DS rules in the ways explained above. 

In order to maintain any kind of tax system, the US public needs to be confident that 
current law can be enforced. Thus, I hope that bipartisan support can be found for 
taking the steps identified above to prevent dividend tax abuse. These steps offer the 
potential of raising additional revenue without raising taxes, and of leveling the 
playing field between ordinary Americans who pay their fair share of taxes and others 
who do not. 


27 See footnote 5 above. 
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Maverick 


September 10,2008 


STATEMENT OF MAVERICK CAPITAL LTD. TO THE PERMANENT 
SUBCOMMITTEE ON INVESTIGATIONS 


Honorable Members of the Permanent Subcommittee: 

My name is Joseph Manogue and I am the Treasurer of Maverick Capital, Ltd. 

I submit this statement as Maverick’s representative in response to the invitation that we received 
late last week from the Subcommittee in order to assist the Subcommittee in its review of certain 
industry practices that have commonly been referred to as dividend enhancement transactions. 

Maverick is an investment advisor that manages client capital primarily through hedging 
strategies based on long and short positions in U.S. and foreign equity securities. To that end. 
Maverick undertakes typical industry transactions, including the purchase and sale of stocks, 
shorting stocks, and borrowing and lending stocks. 

Investors in Maverick managed funds include both U.S. and foreign institutions and individuals, 
and our funds include both domestic and foreign entities in structures that are typical for our 
industry. I would like to note in particular that our structures and policies provide for investment 
by U.S. taxpayers in domestic partnerships that are subject to full Internal Revenue Service 
return and information reporting requirements that typically apply in a domestic context 

In 1994, Maverick made the decision to register as an investment adviser under the Investment 
Advisers Act of 1940, and thereby voluntarily submitted to periodic review and inspection by the 
Securities and Exchange Commission. Our company prizes above all its reputation for client 
service and the highest ethical standards. 

In the course of its operations, Maverick utilizes the services of a variety of prime brokerage 
firms that support implementation of its trading strategy on behalf of Maverick’s client funds. 
These firms are among the most well-established institutions on Wall Street. Beginning in the 
late 1990s and through the subsequent years, the services offered by these firms included 
dividend enhancement programs. 
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The proposal was as follows: U.S. tax laws subjected dividends paid by U.S. companies to 
foreign stockholders to a 30% withholding tax. Under the relevant tax regulations, however, 
foreign investors who received equivalent payments under total return swaps and foreign 
stockholders of U.S. companies who received substitute dividend payments from many foreign 
stock borrowers were not subject to the 30% withholding tax. 

Maverick's financial institution service providers offered to help Maverick enter into total return 
swap transactions that involved Maverick’s Cayman funds selling the U.S. company stock 
eligible for an expected dividend to the financial institution for a price and negotiated fees that 
would be substantially equivalent to getting the value of the dividend. Alternatively they 
suggested that Maverick’s Cayman Island funds should consider lending the U.S. company stock 
to a Cayman affiliate of the service provider. In consideration for the loan, the financial 
institution’s Cayman affiliate would pay to the Maverick Cayman fund an amount that was 
somewhat less than the dividend but exceeded the amount that it would have received had it 
received the dividend net of the tax. 

Maverick’s tax personnel considered these proposals and examined the tax regulations that 
applied to these transactions. Taking into account their compliance with the rules, the number of 
different blue chip firms offering the services, and their assurances that the transactions had heen 
thoroughly vetted, there seemed to be little cause for concern that they were legitimate. 

Of the alternatives presented, however, those requiring that the Maverick Cayman funds enter 
into swaps directly presented greater complexity relating to variable transaction terms and 
operational considerations than those providing for simple stock loans. Moreover, IRS Notice 
97-66 appeared to provide express confirmation that “substitute dividend payments” received 
with respect to stock loans to a borrower located in the same jurisdiction as the lender would not 
be subject to the withholding tax. 

Thus, in 1999, Maverick began engaging in dividend enhancement stock loans in reliance on 
Notice 97-66. On a case by case basis, a Maverick employee would ask one of the financial 
institutions that had offered to provide dividend enhancement services whether it wished to 
borrow a particular security. If the financial institution did wish to borrow that security. 
Maverick would negotiate terms with that institution. We did not engage in swaps or other cross 
border transactions for purposes of dividend enhancement, and we did not participate in any 
subsequent transactions involving the borrowed shares that may have been undertaken by the 
borrowers. 

We engaged in these transactions through various financial institutions until 2007. In 2007, 
however, the business press published a number of reports about these programs and suggested 
that the IRS was taking a close look at their legitimacy. Understandably, the financial 
institutions involved suspended the services until any questions about the industry practices 
could be resolved. Maverick estimates that its Cayman funds received approximately 
$63,000,000 in substitute dividend payments beyond the amount that they would otherwise have 
received as a result of participation in dividend enhancement stock loan transactions since 2000. 

When the Staff of this Subcommittee issued a request for information earlier this year, our 
counsel promptly complied by producing thousands of pages of documents. We have made our 
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personnel available to assist the staff in understanding industry practices in this area, and, on the 
basis of numerous discussions over the past several months, believe that we have developed a 
candid and cooperative relationship. I am hopeful that they have conveyed consistent 
impressions of Maverick to you. 

The regulation and taxation of financial transactions such as those under discussion today are 
complex and evolving subjects. As I have indicated, we believe that we have acted in 
accordance with the governing legal precedents and existing guidance, but understand that those 
precedents may be subject to further interpretation or revocation on the basis of further policy 
review such as the one you are conducting here. Maverick will conform to any new laws and 
regulations that result from this review. 


Thank you. 
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U.S. Senate Permanent Subcommittee on Investigations 

Testimony of Richard Potapchuk 
Highbridge Capital Management. LLC 

September 11, 2008 


Chairman Levin, members of the Subcommittee, I am pleased to have the opportunity to 
testify today on the subject of the tax treatment of certain payments to non-U.S. investors under 
contracts known as total return swaps. 

Highbridge is an investment advisor that manages investment vehicles commonly known 
as hedge funds. It has client assets of approximately $27 billion currently under management. 
Highbridge invests its clients’ assets throughout the world in a wide range of financial 
instruments, including stocks, bonds, currencies, futures, and swaps, using a number of different 
investment strategies. Its objective, like that of all asset managers, is to achieve favorable risk- 
adjusted investment returns for its investor clients. 

I served as the Chief Financial Officer of Highbridge from 1 994 until 2007. My current 
title is Director of Treasury and Finance. I am familiar with Highbridge’s use of total return 
swaps in different investment contexts. 

A total return swap is a private financial contract between two parties that allows an 
investor to gain market exposure to the performance of a security without making a direct 
investment in an operating company. Under a typical total return swap contract, the “seller” of 
the contract, usually a large financial institution, agrees to pay the “buyer,” usually an investor 
such as a fund managed by Highbridge, the total returns achieved by a reference security, 
typically a publicly-traded equity security, for a specified period of time. These returns include 
any increases in the security’s value and any dividends or other distributions that would have 
been paid to an owner of the security during the specified period. In return, the total return swap 
buyer pays the seller (1) an amount determined by reference to a standard interest rate such as 
LIBOR applied to the notional amount of the contract and (2) an amount equal to any decrease in 
the value of the reference security. The swap buyer does not own the reference security: it 
merely has a contractual right to receive payments from the seller, and a contractual obligation to 
make payments to the seller, in both cases measured by the performance of the reference 
security. The swap seller need not own the reference security either, although it often does to 
hedge its obligations under the swap contract. Throughout the life of the total return swap, the 
swap buyer is exposed to the credit risk of the swap seller, the party to which it looks for all 
payments due. 

Total return swaps serve a number of different purposes in different markets. In some 
foreign markets, it is difficult or impossible for investors to purchase securities outright in their 
own name, and total return swaps may be the only way, or the most efficient way, for an investor 
to gain exposure to those markets. In some circumstances, there may be financing or operational 
advantages to gaining exposure to a security or group of securities through a total return swap 
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instead of direct ownership. Because the total return swap buyer does not own the reference 
security, its regulatory and reporting obligations may be different than they would be if it owned 
the security directly; at the same time, the swap buyer does not have the rights of ownership, 
including the right to vote the reference shares on corporate matters requiring a shareholder vote. 
The application of taxes and fees to securities transactions are different in many jurisdictions if 
exposure to positions is maintained in the form of total return swaps rather than direct ownership. 

In the United States in particular — and this, of course, is the subject of today’s hearing — 
U.S. source dividend distributions to non-U.S. investors located in non-tax treaty jurisdictions 
are subject to a 30% withholding tax. Payments from a total return swap seller with respect to 
dividends paid by the reference security, however, are neither “dividends” nor U.S. source 
income for U.S. tax purposes, and they are not subject to withholding tax. For this reason, it is 
often economically preferable for a non-U.S. investor to invest in a dividend-paying security in 
the form of a total return swap rather than to own the security directly. 

This difference in tax treatment has been well known in the securities industry for many 
years, certainly since at least the mid- 1 990s, and many investors, including funds managed by 
Highbridge, have used total return swaps to minimize the tax burden on their non-U.S. investors 
arising out of transactions in U.S. dividend-paying securities. 

At the Subcommittee staffs request, Highbridge has compiled data on investments by its 
funds in U.S. dividend-paying securities maintained in the form of total return swaps from the 
beginning of 2002 through the end of 2007. We have not attempted to collect data for the years 
prior to 2002 in which we engaged in similar investment transactions, and, at the staff s request, 
we have limited our inquiry to transactions involving, at some point, the conversion of an 
investment position from physical ownership to total return swap exposure or vice versa, i.e., we 
have excluded investment positions maintained continuously in the form of total return swaps. 
Our data, previously supplied to the staff, show that for the six-year period from 2002 through 
2007 Highbridge funds received payments of about S425 million pursuant to total return swap 
contracts that reflected dividends paid by the securities referenced in those contracts. 

It is fair to say that, for the most part, the principal reason, although not necessarily the 
only reason, Highbridge funds maintained exposure to these securities positions in the form of 
total return swaps, rather than through outright ownership, was to reduce the tax burden on their 
non-U.S. investors. At the same time, tax savings were not the primary reason for the 
investments themselves, which were based on an analysis of the likely performance of the 
underlying securities. 

You have asked us to address the question of “[t]he approximate total amount of 
withholding taxes avoided through the use of these transactions.” In one sense, of course, the 
answer is none: under the law as it existed then (and exists now), no U.S. tax was due on these 
transactions. Moreover, a significant portion of the $425 million in dividend-related swap 
payments would not have been subject to withholding tax even if paid directly as dividends to 
the Highbridge funds. First of all, no withholding tax would be applicable on the share of 
dividend income allocable to U.S. investors, 10% or more of the payments discussed above. In 
addition, some portion of the dividend distributions paid by the reference securities would likely 
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have been treated as a return of capital and would not have been subject to dividend withholding 
tax. 


The real issue, it seems to us, however, is what the resulting tax revenue would have been 
if total return swaps did not exist, or if a 30% withholding tax were required on total return swap 
payments arising out of dividend distributions by the reference securities. This is a very difficult 
question to answer. Like most prudent investors, Highbridge considers tax implications in 
evaluating alternative investment strategies. Of the investment positions described above, some 
would have continued to make economic sense even if the relatively small dividend component 
of the overall return had been subjected to a 30% withholding tax with respect to non-U.S. 
investors. Others would not have made sense and would have been abandoned in favor of 
alternative investments. Still others would have continued to make sense but would have been 
less attractive and would have received a reduced dollar allocation. It is almost impossible to 
reconstruct, even within broad ranges, what the total effect would have been. 

You have also asked us to comment on “[t]he role of the financial institutions that 
facilitated these transactions for Highbridge and the representations that they made to Highbridge 
regarding the tax implications of the transactions.” Many different financial institutions, 
primarily large commercial or investment banks, have offered total return swaps going back to 
the 1990s, and Highbridge funds have entered into total return swap transactions with ten or 
more of them. These counterparty institutions generally represented that they had vetted their 
total return swaps with counsel and other experts and were comfortable that they were not 
required to withhold tax from payments to investors like the funds managed by Highbridge with 
respect to payments that were based on dividends paid on the reference securities. Although 
Highbridge did less independent investigation, it reached the same conclusion, and large 
numbers of other participants in the securities markets appear to have done so as well. 

I do not recall that financial institutions offering total return swaps gave primary 
emphasis to the tax advantages of this form of investing. In part, this is because there are a 
variety of other reasons why total return swaps are an attractive way to gain economic exposure 
to a wide range of securities — although these other reasons are not typically decisive for 
Highbridge, at least with respect to its investments in U.S. dividend-paying securities — and in 
part because the tax advantages of total return swaps have been widely understood for many 
years. Institutions offering total return swaps thus tended, in their marketing efforts, to 
emphasize why their platform was preferable to a competitor’s platform, while summarizing the 
various reasons, including tax benefits, why it might be advantageous to the investor. 

Although it is clear that, under existing law, payments with respect to dividend 
distributions under properly-structured total return swap agreements are not subject to 
withholding tax — because they are not payments of dividends or otherwise U.S. sourced — the 
securities industry has also been sensitive for many years to the possibility that parties could 
engage in sham transactions that have the appearance of being total return swap transactions but 
in which the swap buyer retains the rights and obligations of direct ownership. Highbridge funds 
recognize that, in electing to maintain exposure to investment positions in the form of total return 
swaps, they give up the rights of direct ownership, including voting rights, and that in other 
respects their investment positions must have the substance, not merely the form, of total return 
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swap transactions rather than direct ownership. We believe that our total return swap 
transactions have been swap transactions in substance, and, for this reason, we believe our use of 
total return swaps has been entirely legal under existing law. We continue to use total return 
swaps where it is lawful and advantageous to our investors to use them. 

Because we believe that existing law is clear, at least as it applies to transactions in which 
we engaged, we believe that the most important question for the Subcommittee is whether 
changes in existing law are appropriate or desirable. Highbridge has no institutional position on 
this question, and we would, of course, abide by any changes in the law. Our familiarity with 
investment transactions involving total return swaps, however, allows us to make some 
observations about this difficult policy issue that may be of assistance to the Subcommittee. 

First, the issue of whether a withholding tax in some amount should be imposed on the 
portion of total return swap payments attributable to dividends on the reference securities does 
not affect U.S. taxpayers. U.S. taxpayers are not presently subject to dividend withholding tax, 
and the total return swaps that are the subject of today’s hearing are not a mechanism that allows 
U.S. taxpayers to reduce their tax burden. 

Second, some significant portion of the investors who would be affected by the 
imposition of a withholding regime on swap payments attributable to dividends — about 20%, in 
Highbridge’s case — are U.S. tax-exempt entities such as universities, foundations, and pension 
funds. These entities typically would not be subject to tax on dividend income, unless the 
underlying investment positions were acquired with borrowed money, and it might be thought 
inappropriate to tax them on a portion of the investment returns they receive from total return 
swap contracts, when they otherwise would not be subject to such a tax. 

Third, the 30% withholding that applies presently to dividend payments to non-U.S. 
taxpayers is already quite high by both U.S. and international standards. For both U.S. taxpayers 
and taxpayers in most industrialized countries who are entitled to the benefits of a tax treaty with 
the United States, portfolio dividend income is subject to a maximum tax rate of 15%, and 
effective tax rates are often lower. Extending a 30% withholding to total return swap payments 
would have at least some deterrent effect on foreign investment in U.S. securities markets. 

Fourth, because, as discussed above, investors take tax effects into consideration in 
making investment decisions, any change in the tax status of total return swap payments would 
alter investor behavior, making the actual tax revenue impact of any contemplated change in law 
difficult to predict. For example, there are already alternative ways of investing in U.S. 
dividend-paying securities without being subject to dividend tax withholding, such as through 
investing in single-stock futures contracts. Any change in the tax status of total return swap 
payments would likely lead to more extensive use of other forms of indirect investment that were 
not subject to tax. Similarly, relatively simple changes in the structure of the off-shore funds 
Highbridge manages would allow many off-shore investors to take advantage of tax treaties 
between the United States and their home jurisdictions, generally reducing a 30% withholding 
tax to 15%. These developments would significantly reduce the likely revenue effect of 
extending the 30% dividend withholding tax to the dividend-related portion of swap payments. 
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For these and other reasons, most non-U.S. jurisdictions presently treat payments under 
total return swap agreements the same way that the United States presently treats them, namely, 
they are not subject to dividend withholding tax. Any changes in U.S. law in this regard would 
make the United States an exception by international standards, at least in the short run. 

Thank you for this opportunity to address these interesting and complicated issues. 
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STATEMENT OF GARY 1. WOLF 

MANAGING DIRECTOR - ANGELO, GORDON & CO., L.P. 

BEFORE THE SENATE COMMITTEE ON HOMELAND 
SECURITY AND GOVERNMENTAL AFFAIRS, 
PERMANENT SUBCOMMITTEE ON INVESTIGATIONS 


Thank you, Mr. Chairman. My name is Gary Wolf. I am a managing director at Angelo, 
Gordon & Co., L.P., a Delaware limited partnership and an SEC-registered investment advisor. 

Angelo, Gordon was founded in 1988 and currently manages, with its affiliates, in excess 
of $19 billion. We seek to achieve attractive risk adjusted returns, while preserving capital, 
primarily through investments in non-traditional/altemative strategies. Angelo, Gordon manages 
capital across four principal lines: (a) distressed debt and par loans, (b) real estate, (c) private 
equity, and (d) hedged strategies. Our client base is global and is comprised of institutions, 
including corporations, public funds, endowments and foundations, and high net worth 
individuals. We have associated offices in London, Amsterdam, Hong Kong, Seoul, Tokyo, 
Singapore and Mumbai. 

1 joined the firm in 1993 and have been a convertible securities research analyst and 
portfolio manager during the past 15 years. Since 1995, 1 have been the head of the firm’s 
convertible securities department. 

The Subcommittee’s hearing today concerns issues relating to one investment product 
which has been offered by investment banks for many years. The use of this product, often 
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referred to as a “swap” or a CFD (contract for differences), has been a common practice in the 
financial world and was marketed to Angelo, Gordon by many of the largest, most sophisticated 
investment banks in the world. The investment banks offering these investment products 
represented to Angelo, Gordon that the structure of these transactions, including the tax 
implications, had been cleared by their legal advisors, a position which was confirmed by our 
own legal advisors. Angelo, Gordon did not construct or market these swap products, but rather 
these products were created and marketed by the investment banks. 

While the specific products offered by different investment banks varied in particular 
aspects, this investment product, in general, is one in which the investor is not the actual owner 
of the security but rather enters into a contract with the investment bank to receive, or to make, 
payments which mirror the performance of the referenced security. The investment bank, which 
is the counterparty to the contract, may or may not actually hold or own the security. If the price 
of the security rises, the investment bank is obligated under the contract to pay an amount equal 
to that increase; if the price of the security falls, the investor must pay the investment bank an 
amount equal to the decline. Under the contract an amount equal to some or all of the value of 
any dividend paid to stockholders during the contract period is paid to the investor by the 
investment bank. 

Depending on the specific circumstances of a given transaction, sometimes the best way 
to maximize returns for our investors was to engage in a swap transaction. While I am not a tax 
expert, it is my understanding that while the person or entity actually owning the security and 
receiving the actual dividend payment may be subject to the federal tax on dividends, the tax 
treatment of a payment received under a contract is determined by other provisions of the tax 
code. At times this tax treatment of swaps would provide a tax benefit resulting in a higher total 
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yield on the investment for a foreign investor. This benefit was a central aspect of the marketing 
pitches that were made to us by the investment banks. 

While the tax consequences were a significant factor considered in deciding whether to 
enter into a swap transaction, this was far from the only consideration. In fact, there were other 
significant economic realities that factored into the decision to enter into a swap transaction, 
including increased leverage and competitive transparency benefits. While swap transactions do 
have a significant number of positive benefits, including those related to leverage, transparency, 
and tax, there are a number of potential negative consequences or risks associated with such 
transactions. There was the economic reality that, since we would not be the actual owner of the 
security, we would not have the normal stockholders' role in the control of the company. Also, 
there were often significant transaction costs associated with swap transactions, including the 
fees for leverage. Sometimes such transaction costs could outweigh any benefits of engaging in 
a proposed swap transaction, causing Angelo, Gordon not to enter into the transaction. In 
addition, unlike those situations where we held the actual security, under a swap contract we 
were exposed to the risk that our counterparty would not make the payments called for by the 
contract. Recent events have demonstrated that counterparty risk is a significant factor. 

We were told by the investment banks, as well as by our own legal advisors, that this 
form of investment offered a legal way for us to enhance or maximize our total return since we 
would be receiving contract payments and not actual dividend payments. The investment 
strategies we pursue are not designed around dividends but rather focus on movement in the 
price of the equity. While the value of any dividends paid during the time we held a position in a 
company would be, we hoped, minor compared to what we would realize from the movement of 
the price of the security, we were attracted to a form of investment that resulted in lower rather 
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than higher taxes for our investors. Just as an individual deciding between renting and 
homeownership is well advised to consider the tax consequences of each approach, it is 
incumbent on financial firms and institutions to also consider the tax consequences, among many 
other factors, inherent in a given transaction. 

The tax advantage of these products was certainly one of the primary considerations that 
made them attractive when they were marketed to us by the investment banks, but the tax 
advantage was not the only substantive aspect of these contracts. During the time period when 
Angelo, Gordon was active in swap transactions, leverage was also a considerable factor driving 
such decisions. In fact, often one of the most important negotiation points when entering into a 
swap transaction was the amount of leverage that could be obtained. Leverage was deemed to be 
so critical to investment decisions that the prime brokerage arms of investment banks would 
compete for business on the basis of the amount of leverage that could be offered. 

Another significant benefit associated with swap transactions relates to competitive 
transparency. When Angelo, Gordon holds a security in swap, it prevents other competing 
investors from tracking and either mirroring or undermining our positions. 

Given the myriad of benefits and positive economic results that can be realized through 
swap transactions, Angelo, Gordon engaged in such transactions on a global level, and this 
activity was not simply limited to U.S. securities. Similarly, this activity was not limited to U.S. 
dividend paying securities. In fact, Angelo, Gordon has entered into swap transactions for 
securities ranging from U.S. convertible bonds to bank debt to foreign securities, none of which 
would be subject to the U.S. withholding tax even if owned directly, and this has been the case 
with both our domestic and foreign funds. 
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My understanding is that some of the recent media discussion regarding swap 
transactions has centered on the practice of acquiring a position in a security shortly before a 
dividend date and then exiting that position shortly after the dividend date, often referred to as 
“bracketing" a dividend. Not only did Angelo, Gordon not engage in either the strategy or the 
practice of “bracketing” dividends, but such a practice runs counter to Angelo, Gordon’s core 
investment philosophy of focusing on well-researched, longer term investments. Almost always, 
Angelo, Gordon would hold a security in swap for at least nine months, and sometimes as long 
as two years, in only a handful of instances did Angelo, Gordon hold a security in swap for less 
than 30 days. 

Due to economic and business realities in the marketplace and at Angelo, Gordon, the 
firm currently engages in very few swap transactions, and the number of swap transactions 
engaged in has decreased significantly over time. Given a decrease in opportunities in the 
marketplace, Angelo, Gordon’s dedicated convertible securities funds, which used to engage in 
such swap transactions, closed in late 2006; similarly, Angelo, Gordon’s real estate securities 
funds, which also used to engage in such swap transactions, closed in late 2007. Notably, the 
significant decrease in swap transactions has had no relationship to any change in the tax 
treatment of dividend-based payments, but rather is based on other economic and business 
realities. 

I hope that my testimony has aided the Subcommittee in understanding these issues, and I 
will do my best to answer any questions you may have. 
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September 11, 2008 

TESTIMONY OF JOHN DEROSA, 

GLOBAL TAX DIRECTOR, LEHMAN BROTHERS INC., BEFORE THE 
U.S. SENATE PERM ANENT SUBCOMMITTEE ON INVESTIGATIONS 

Chairman Levin, Ranking Member Coleman, and Members of the Subcommittee: 

I am John DeRosa, Managing Director and Global Tax Director at Lehman Brothers Inc. I 
appreciate the opportunity to appear before the Subcommittee today on behalf of Lehman 
Brothers Inc. ("Lehman"). Lehman, an innovator of global finance, serves the financial needs of 
corporations, governments and municipalities, institutional clients, and high net worth 
individuals worldwide. Founded in 1850, Lehman maintains leadership positions in equity and 
fixed income sales, trading and research, investment banking, private investment management, 
asset management and private equity. The Firm is headquartered in New York, with regional 
headquarters in London and Tokyo, and operates in a network of offices around the world. 

As Global Tax Director, I can state with confidence — and I want to emphasize — that 
Lehman takes its obligations under the U.S. tax code very seriously. Lehman has worked 
diligently to follow the letter and spirit of the law governing both equity swaps and stock loan 
agreements. 

The rules governing the applicability of U.S. withholding tax for payments made to non- 
U.S. counterparties on swap and stock loan transactions referencing U.S. equities are clear. 

Under Treasury Regulation § 1 .863-7(b)(l), the source of notional principal contract income 
(i.e., swap payments) is determined by reference to the residence of the taxpayer receiving the 
payment, not the residence of the payor on the underlying referenced asset. Thus, when Lehman 
makes a payment on an equity swap referencing a U.S. asset to a non-U.S, counterparty, the 
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payment is sourced to the residence of the swap counterparty and does not attract U.S. 
withholding tax. With respect to stock loans, IRS administrative Notice 97-66 exempts from 
U.S. withholding tax in lieu payments made to a foreign counterparty when the criteria 
articulated in that notice are met. Thus, under these rules, the transactions the Subcommittee is 
reviewing do not attract U.S. withholding tax. 

When Lehman makes payments, whether pursuant to an equity swap or a stock loan, to 
foreign counterparties referencing U.S. equities, Lehman complies with these rules. We 
understand that Treasury and the IRS may now be considering whether these rules should be 
changed going forward, including possibly advancing a new rule that would recharacterize some, 
but not all, of these transactions. I can assure you that, to the extent that Treasury or the IRS 
now changes these rules, Lehman will comply with those new rules. 

Equity swaps and stock loan agreements are basic financial instruments that have been in 
existence for decades and are critical to the proper functioning of today’s global capital markets. 
There are many reasons — totally unrelated to withholding tax — why clients use these 
instruments. Fundamentally, clients employ these instruments to gain economic exposure to 
underlying assets without beneficially owning those assets. These instruments can provide 
clients with leverage, operational and administrative efficiency, and other balance sheet and 
regulatory capital benefits. In return, Lehman receives financing spreads and commissions as 
appropriate. These financial instruments, like many others such as municipal bonds, offer tax 
efficiency in certain circumstances - a result fully recognized by Treasury and the IRS. 

In fact, however, most of Lehman’s equity swaps and stock loans have nothing to do with 
U.S withholding tax efficiency. The overwhelming majority of Lehman’s equity swaps and 
stock loans simply do not implicate U.S. withholding taxes at all because they have one or more 
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of the following characteristics: (1) the counterparty takes a short, rather than a long, position; 
(2) there is no distribution payment on the underlying referenced security; (3) the swap or stock 
loan is not held by the counterparty over a dividend record date; (4) the underlying referenced 
security makes a payment characterized for tax purposes as interest, which is generally not 
subject to U.S. withholding tax; (5) the underlying referenced equity is a foreign, rather than a 
U.S., equity; or (6) the counterparty is resident in the United States. 

It has been well understood for years that even when these basic financial instruments do 
reference underlying U.S. dividend-paying securities and are entered into as long positions by 
non-U.S. counterparties over a dividend record date — a relatively small universe of transactions 
at Lehman — they do not attract U.S. withholding tax under U.S. tax laws. As I stated earlier, the 
basic rule for equity swaps, established by Treasury in 1991, is that payments made to non-U.S. 
counterparties pursuant to these basic financial instruments must be sourced based on the 
residence of the counterparty and, therefore, do not implicate U.S. withholding taxes. In 
addition, an IRS administrative notice specifically exempts from U.S. withholding taxes in lieu 
payments on stock loan transactions like the ones in which Lehman participated. These 
fundamental rules - and the resulting tax treatment for certain counterparties - have long been 
understood by market participants and, notably, the Department of Treasury and the Internal 
Revenue Service. 

Indeed, most, if not all, of the major Wall Street investment banks and commercial banks 
engage in equity swap and stock loan transactions referencing U.S, underlying equities with non- 
U.S. counterparties. Over the last 15 years, numerous commentators in widely-respected 
taxation journals have addressed the withholding tax consequences of equity swaps similar to 
those offered throughout Wall Street, including articles by the current Chief of Staff for the Joint 
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Committee on Taxation and his former law firm. In 1998, a Notice of Proposed Rulemaking was 
published in the Federal Register that expressly addressed the same issue. It said (and I quote), 
“Treasury and the IRS are aware that in order to avoid the tax imposed on U.S. source 
dividends. . .some foreign investors use notional principal contract transactions based on U.S. 
equities. . .Accordingly, Treasury and the IRS are considering whether rules should be developed 
to preserve the withholding tax with respect to such transactions.” In May 2007, the Practicing 
Law Institute hosted a panel focused specifically on the U.S. withholding tax aspects of equity 
swaps and stock loan transactions. The presentation expressly set forth and extensively 
discussed precisely the mechanics of the transactions the Subcommittee is now reviewing. That 
panel included well recognized practitioners in the tax field including, most notably, a 
representative from the IRS. Lehman has provided the Subcommittee with a copy of that panel’s 
presentation. 

Despite the IRS* clear recognition for at least a decade that these financial instruments, in 
certain circumstances, may have U.S. withholding tax implications, to date, no new rules 
governing equity swaps or stock loan arrangements have been promulgated. This is not 
surprising when one considers what a fimdamental change any such new rules would present, 
particularly if those new rules were to articulate circumstances warranting recharacterization of 
certain transactions. Equity swaps and stock loans are, in fact, substantively different from 
beneficial ownership of the underlying securities and have been so treated - in regulation and in 
practice - for years. The challenge of recharacterizing an equity swap or stock loan transaction 
is highlighted by the fact that in many instances Lehman Brothers did not hold the underlying 
referenced assets in the equity swaps and stock loans at issue here. It is difficult to rationalize, 
for example, a new rule that would impose a dividend withholding tax on an equity swap or 
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stock loan payment in which neither party to the transaction actually held the underlying 
referenced security or ever received a dividend. 

I should note, however, that even under existing law, Lehman exercised appropriate care 
when entering into these financial instruments. Lehman consulted extensively with tax experts 
both internally and at major Wall Street law firms, receiving both oral and written advice. Based 
on the advice of its legal counsel, Lehman put in place guidelines and parameters governing the 
use of these instruments. For example, Lehman instituted a minimum duration requirement and 
established requirements governing the size of underlying baskets. Under the prevailing rules 
applicable to equity swaps and stock loans, transactions meeting these guidelines should not be 
recharacterized for tax purposes. In other words, according to the U.S. tax laws as currently 
written, the payments made to non-U.S. counterparties pursuant to equity swans must be sourced 
based on the residence of the counterparty and, therefore, do not trigger U.S. withholding taxes. 
Likewise, the type of in lieu payments made by Lehman on stock loans are specifically exempt 
from withholding tax pursuant to the IRS administrative notice mentioned earlier. 

Lehman made every effort to ensure that its equity swaps and stock loans complied with 
these guidelines. Indeed, we know that in some situations clients approached Lehman in an 
effort to transact in these instruments in a way that did not align with our product parameters — 
for example, by seeking to hold a position for a very short period of time around a dividend 
record date - and that Lehman refused to engage in those transactions. 

But Lehman did even more than that. In October 2007, when David Shapiro, Senior 
Counsel in the Treasury Department’s Office of Tax Policy, stated publicly that Treasury would 
“welcome input” from the industry on the proper tax treatment for these instruments going 
forward, Lehman responded. First, Lehman actively participated with the Securities Industry 
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and Financial Markets Association (“SIFMA”) to help develop a framework on behalf of the 
industry to analyze the appropriate tax treatment going forward for equity swap transactions. 

This analytical framework was then shared with Treasury and the IRS. Second, Lehman 
proactively and independently engaged the Treasury Department in constructive discussions 
explaining the equity swap business and a possible new framework. Those discussions 
culminated with Lehman’s submission earlier this year of a request to the IRS (pursuant to the 
Industry Issue Resolution Program) for official guidance. I have attached a copy of that 
submission with my written testimony. 

As I said at the outset, if new rules governing the tax treatment of equity swaps and stock 
lending transactions are promulgated, Lehman will comply with those new mles. In the 
meantime, Lehman has made a concerted and good faith effort to comply with current tax law. 
We will continue to do so in the days and months to come. 

Thank you again for the opportunity to appear here today. I would be happy to answer any 
questions you might have. 
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Lehman Brothers 


June 12, 2008 


Internal Revenue Service 

Office of Prefiling and Technical Services 

Large and Mid-Size Business Division LM:PFT 

Mint Building 3 Floor M3-420 

1111 Constitution Avenue NW 

Washington, DC 20224 

Re: News Release 2008-31 (Industry Issue Resolution Program) 

Dear Sir or Madam: 

In News Release 2008-31 (March 3, 2008), the Internal Revenue Service solicited the 
submission of tax issues to be considered as part of the Industry Issue Resolution (“HR”) 
Program. We are writing to request that, under the HR Program, you consider publishing 
guidance with respect to the withholding tax treatment of equity swap transactions referencing 
U.S. equities and executed with foreign counterparties. In particular, we request that Treasury 
and the IRS publish guidance describing the circumstances, if any, under which the IRS would 
recharacterize an equity swap transaction and impose U.S. withholding tax on payments made to 
a foreign counterparty with respect to such equity swap. 

This is a significant issue that affects a wide range of financial institutions and non-U.S. 
investors who regularly execute equity swap transactions over U.S. equities. We understand that 
the IRS is conducting audits of financial institutions' equity swap transactions with foreign 
counterparties that reference U.S. equities to determine whether there might be a U.S. 
withholding tax liability with respect to those transactions. Published guidance would 
significantly reduce the burden created by these audits on both the IRS and the relevant financial 
institutions. 

Since 1991, Treasury regulations have provided that payments received under notional principal 
contracts are sourced by reference to the residence of the taxpayer receiving the payments. This 
sourcing rule reflects the Treasury's and the IRS’ long-held view that notional principal contracts 
in general and equity swaps in particular arc single indivisible financial instruments rather than a 
collection of individual financial instruments. The IRS and Treasury accordingly have not 
disaggregated for U.S. tax purposes the constituent elements of payments made under equity 
swaps. The residence-based sourcing rule applicable to equity swaps embodies these principles, 
and reflects Treasury's and the IRS’ considered decision not to impose a withholding tax on 
equity swap payments because, in many cases, a foreign counterparty has relatively little capital 
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invested in the transaction and primarily earns net income as a result of changes in the market 
values of the relevant equities. Although on at least two occasions Treasury and the IRS stated 
they were considering prospective rules that would depart from the residence-based sourcing rule 
for dividend equivalent amounts embedded in equity swap payments, no action has been taken to 
alter this rule. 

We recognize that there may be fact patterns for equity swap transactions that could warrant 
recharacterization and the imposition of U.S. withholding tax on payments made under such 
equity swaps. There are no articulated standards, however, to guide taxpayers in ensuring that 
their equity swap transactions are subject to the default sourcing rule and not subject to 
recharacterization. Again, providing guidance would eliminate this uncertainty and reduce the 
burden on the IRS and taxpayers by focusing current and future audits on a far more limited 
universe of transactions. Without guidance, taxpayers can expect time-consuming, expensive 
and wide-ranging audits on transactions where the line between appropriate and inappropriate 
has never been drawn. 

Given the longstanding use of equity swaps in the financial markets, we believe that guidance 
addressing the facts and circumstances in which it would be appropriate to impose withholding 
tax on equity swaps is long overdue. In light of the factual uncertainties underlying any potential 
recast of an equity swap, we encourage Treasury and the IRS to designate this issue as a high- 
priority industry issue and to develop guidance to fill the interstices between so-called “good*" 
and “bad” equity swaps. 

In light of the above, we respectfully request inclusion of this issue in the IIR Program. 
Consistent with our prior meeting. Lehman Brothers would be delighted to provide you with our 
cooperation, our assistance and any additional information that you might require to better 
approach this issue. In addition, we have crafted a lew specific proposals that we think might 
assist in your efforts in this area, and wc would be happy to share them with you. You can reach 
me at 212-320-7081 if you have any questions or would like to discuss this further. 

Yours sincerely, 

VwdtA — — 

JohmDeRosa 
Globa! Tax Director 

cc: Stephen R. Larson David H. Shapiro 

Associate Chief Counsel Senior Counsel, Financial Products 

Internal Revenue Service Department of the Treasury 
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Testimony of Matt Berke 

Managing Director and Global Head of Equity Risk Management 
Morgan Stanley 
September 11, 2008 


My name is Matt Berke. I am a Managing Director and Global Head of Equity Risk 
Management for Morgan Stanley. Thank you for inviting Morgan Stanley to participate in 
today’s hearing about dividend withholding tax policy and market practices. We have been 
pleased to cooperate with the Subcommittee’s staff as it examined these issues over the last 
several months, and I hope that I can be a useful resource to you today. 

I understand that the Subcommittee is focused on two issues: (1) whether industry 
participants are complying with existing laws regarding dividend withholding obligations, and 
(2) whether new laws and policies may be appropriate. Our understanding is that you are 
principally focused on these issues with respect to two products: equity derivatives such as total 
returns swaps and equity-linked certificates, and certain stock loan transactions. 

I can only speak to my firm’s practices. Morgan Stanley believes that its practices in 
these areas are in compliance with applicable tax laws and regulations. Compliance with the law 
is the beginning of the analysis for our firm, though, not the end. Morgan Stanley is also 
committed to doing business in a way that is consistent with our own corporate values. To that 
end, we often review how we conduct these businesses, and of our own volition have changed 
certain practices over time to become more conservative. We are always looking for ways to 
improve and refine what we do and appreciate the opportunity to discuss our practices with you 
today. 


I would like to begin by providing some background on the relevant tax laws and 
regulations, then move to certain equity derivative products Morgan Stanley offers, then discuss 
our stock-lending business, and finally touch on a few policy issues. 

Tax Treatment of Equity Derivatives and Stock Loans 

There are several well-accepted tax principles involved in the issues being discussed 
today. When a non-U.S. investor owns a U.S. stock and receives a dividend payment on that 
stock, withholding tax on the gross amount of dividends is imposed without allowing any 
deduction for related investment expenses or for the corresponding reduction in value that 
typically accompanies the payment of a dividend. The statutory rate is 30%, although the rate 
can be reduced by tax treaty. For U.S. investors, by contrast, there is no withholding tax 
imposed on dividend income. 

Equity derivatives often track the performance of a U.S. stock, but do not generate U.S. 
taxation on the dividend-related performance under current law. Based on our discussions with 
the Subcommittee staff, we understand that you are principally interested in two types of 
derivatives, namely “total return swaps” and a form of equity-linked note known as 
“certificates.” Under a total return swap, two parties agree to exchange total return performance 
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(including dividend and other corporate actions) of the underlying stock, index or basket (the 
“underlier”) in exchange for a stream of payments based on interest rates. The party that benefits 
from positive stock performance is referred to as the “long side,” and the party that benefits from 
negative stock performance is referred to as the “short side.” A certificate is a security under 
which the investor receives a payment from a non-U. S. issuer equal to the value of a “linked” 
underlying stock, index, or basket, and a percentage of any dividends paid on the underlier. 

In the case of a total return swap, one of the elements that determines how swap 
payments are calculated and netted is the dividend, if any, paid on the underlier. However, it is 
well-established that the inclusion of an underlying dividend as part of the calculation that 
determines swap settlement amounts does not give rise to U.S. taxation for a non-U.S. investor 
on the long side of the swap. Similarly, gain from the sale or redemption of a certificate is not 
subject to U.S. taxation for a non-U.S. investor. 

The Subcommittee staff has also expressed an interest in stock lending transactions. In a 
stock loan, the lender agrees to lend the security in return for collateral and a fee. The borrower 
on-lends or uses the security to make delivery on a short sale or to cover a broker’s deficit. If the 
stock pays a dividend, the borrower is obligated to pay the lender what is called a “substitute 
dividend” equal to the amount of any dividend paid on the borrowed stock while the stock loan is 
outstanding (in some cases subject to fees and tax-related adjustments). Substitute dividends 
paid by U.S.-borrowers to non-U.S. lenders are subject to the dividend withholding tax when 
paid by a U.S. borrower to a non-U.S. lender. Under IRS guidance, that tax can be reduced or 
eliminated when the substitute dividend payment is made between a non-U.S. stock borrower 
and a non-U.S. stock lender, depending on the U.S. tax treaty status of the two parties. That 
guidance is found in IRS Notice 97-66, which was issued shortly after the IRS published 
regulations treating substitute dividends paid to stock lenders as U.S. -source dividend income 
when the underlying stock is U.S. stock. 

Equity Derivatives 

In recent years equity derivatives have become an increasingly important method of 
trading worldwide. Equity investors can choose between owning physical stocks or investing in 
financial instruments tied to the performance of those physical stocks, including total return 
swaps and certificates. Critically, the key decision an investor makes is whether to risk capital in 
the hope of obtaining an investment return from the price movement of the underlier. Only after 
making this threshold investment decision does the investor confront the issue of the best means 
by which to put such capital at risk. 

Morgan Stanley’s involvement in swaps dates back at least into the 1990s. Our overall 
global swaps business involves onshore and offshore counterparties. Those counterparties take 
both long and short positions on U.S. and non-U.S. stocks, baskets or indices. Some of the 
underliers pay dividends and others do not. I will refer to the subset of swaps the Subcommittee 
has focused on - long swaps by non-U.S. clients on single-name U.S. dividend-paying underliers 
- as “swaps” in my comments today and in response to your questions, but, so there is no 
misunderstanding, the swaps I am referring to are a small subset of our overall global swaps 
business. 
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There are a variety of reasons why many equity investors now choose to transact via 
swap. One potential motivating factor is margin: leveraged purchases of physical securities in 
U.S. markets are governed by formal margin rules that generally limit margin borrowing to a 
specific percentage of the value of the securities held in the investor’s margin account, while 
credit exposure in swaps is the subject of private agreement between counterparties. Swaps may 
also offer an efficient way to invest in baskets or indices, or to invest in certain emerging foreign 
markets. There are operational efficiencies associated with transacting in swaps. For some 
investors there are tax benefits to investing through a swap. 

Morgan Stanley’s swaps desk regularly enters into swap contracts with equity investors 
who are motivated by one or more of these reasons. Under these contracts, where the 
counterparty takes a long position, Morgan Stanley will be short. However, unlike the 
counterparty that puts capital at risk in hope of obtaining an investment return, Morgan Stanley 
typically has no interest in putting capital at risk. As a result, Morgan Stanley typically hedges 
its exposure. 

Morgan Stanley’s central focus in conducting our swaps business is to ensure that a long 
investor in a swap actually has a swap position - not a physical ownership position in the stock 
underlier. We are confident that we satisfy, and historically have satisfied, tax requirements 
because of our policies on hedging and stock transactions with swap counterparties. With regard 
to hedging: 

• Morgan Stanley makes no commitment to a swap counterparty as to how, or even 
whether, Morgan Stanley will hedge its swap position. We make no commitment to 
acquire or retain physical shares. We may hedge by acquiring physical shares, we may 
hedge through netting of swap positions that we hold with different counterparties, or we 
may hedge through financial instruments with third parties. We may change the form of 
our hedge at any time without the knowledge or consent of our counterparty. 

• Morgan Stanley does not take voting instructions from any counterparty. 

• The swap counterparty has no security interest in any asset Morgan Stanley may use to 
hedge. 

• Morgan Stanley documentation clarifies that there is no principal-agent relationship 
between us and our swap counterparties. 

With regard to stock transactions, Morgan Stanley’s swaps desk will not purchase 
physical shares from a swap counterparty - known as “crossing in” - and will not sell physical 
shares to the swap counterparty at the end of a swap - known as “crossing out.” Morgan 
Stanley’s policy prohibiting crossing physical shares to or from our swaps desk when a swap is 
entered or terminated further ensures that a swap investor actually has a swap position that could 
not be recharacterized as a repurchase agreement or agency relationship (which would be taxed 
differently). Our policy has never permitted investors to cross in physical shares upon entering a 
swap and then cross shares back out to re-establish a long position when terminating the swap. 
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Until 2005, we did permit either a cross in or a cross out. 1 We believe this policy ensured that 
what we considered swaps could not be recharacterized as repurchase agreements or agency 
relationships. However, as part of our desire to operate our business in a conservative manner, 
and consistent with our business values, we moved in 2005 to eliminate crosses. We refused to 
enter crossing transactions with investors with whom we had not crossed previously, and over 
time also reduced down to zero the existing investors whom we allowed to cross. In light of these 
policies, we believe that investors who wish to change from physical to swap form and then back 
to physical on a temporary basis over dividend dates generally prefer to transact this business 
with other financial institutions who, unlike Morgan Stanley, will undertake crossing trades. 

The Subcommittee staff has asked us to estimate the amount of withholding taxes 
avoided by counterparties transacting in swap form. We cannot do this because we have no way 
to know how our counterparties would have acted if swaps were not afforded the tax treatment 
that they are. For example, if an offshore holder of a U.S. dividend-paying stock could not 
invest through a swap, it might choose to sell its stock before the dividend date and then, if it 
wanted to continue its exposure to the stock, repurchase it after the dividend date. Alternatively, 
some offshore investors might choose to focus largely on non-dividend-paying stocks, or on non- 
U.S. stocks. 

The Subcommittee staff did ask us to identify a subset of swaps lasting 21 days or fewer 
that included a cross at either the initiation or termination of the swap. The Subcommittee staff 
indicated that it believed this subset of transactions could be tax-related. We can offer some 
rough estimates based on those transactions. From 2002 through 2007, Morgan Stanley paid 
about $46 million in substitute dividends on those swaps. However, we know that many swaps 
within this subset were entered into for a range of reasons other than tax considerations. 

Certificates 

As mentioned above, certificates are another commonly-traded financial instrument. 
Since at least 2000, Morgan Stanley’s U.K. broker-dealer has made a market in certificates 
issued by non-U.S. Morgan Stanley affiliates, under which the payment at maturity is tied to the 
total return on an underlying stock, index or basket. The single name stock underliers have 
almost exclusively been non-U.S. stocks. 

Because a number of European clients wish to trade in certificate form, they approached 
us in 2004 and asked if we were willing to offer a certificate tied to the return of a U.S. underlier, 
as certain other financial institutions were doing at that time. We agreed, establishing a 
conservative structure under which we hedged with derivative instruments rather than by 
purchasing physical shares from the certificate purchasers (or from anyone else). Under this 
approach, there was no ownership by Morgan Stanley of shares that might be imputed to a 
certificate holder under a repurchase agreement or agency theory. We used this structure again 
for a certificate issue in 2007. 


1 We also allowed investors who had crossed in to cross out to cover an existing short 
position. Such an investor would not be re-establishing a long position via physical ownership. 
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The Subcommittee staff also asked about the volume of these transactions. Morgan 
Stanley sold about 12.9 million certificates in the 2004 issuance, and 1.1 million certificates in 
the 2007 issuance. In order to estimate the amount of dividend tax related to these purchases, 
one must assume that the purchasers would otherwise have held physical shares over the 
dividend date. There is no reason to believe this assumption is valid. Nonetheless, if each of the 
certificate purchasers had instead chosen to hold that number of physical shares, in the 2004 
issuance the total dividends would have been about $40 million. Similarly, with respect to the 
2007 certificates, the total dividends would have been about $11.2 million. 

Stock Lending 

I understand that the Subcommittee is also interested in the tax treatment of certain stock 
lending transactions. As in all of these businesses, Morgan Stanley believes it complies with the 
relevant laws and regulations. 

As one of the world’s leaders in equity financing services, Morgan Stanley is active in 
borrowing and lending stocks inside and outside the United States. To satisfy our clients’ needs, 
it is critical for Morgan Stanley to have access to stock borrows in order to facilitate clients’ 
short sale settlements and associated delivery obligations. To source such stock, we frequently 
make arrangements with custodians to gain exclusive access to borrow stocks from portfolios or 
groups of portfolios. This is a highly competitive market in which multiple brokers bid for 
exclusive access to these portfolios. In order to be competitive, our bids must reflect the value of 
all lawful uses of the stocks in the portfolios. 

One such lawful use involves Morgan Stanley borrowing dividend-paying stocks and 
then lending them to other financial institutions over dividend dates to earn a fee. This is an 
intermediation business, with Morgan Stanley standing between custodial lenders and borrowers 
and earning a spread between the cost of borrowing and the fees generated by our on-lending. 
At Morgan Stanley this trading is conducted by a desk in London, focused largely on non-U.S. 
stocks but involving some U.S. stocks as well. 

Morgan Stanley believes the borrowing and on-lending it does in this regard is compliant 
with the applicable tax laws and regulations. Following the guidance provided by the IRS in 
Notice 97-66, a Morgan Stanley affiliate organized under the laws of the Cayman Islands 
borrows securities from custodians of asset owners organized in non-treaty countries and on- 
lends to other counterparties organized in non-treaty countries. Transactions with counterparties 
in 15% treaty jurisdictions are implemented through a Morgan Stanley affiliate organized under 
U.K. law and eligible for U.S.-U.K. tax treaty benefits. 

The Subcommittee staff asked about the volume of stock lending transactions including 
payment of substitute dividends. From 2000 through 2007, the Morgan Stanley Cayman and 
U.K. affiliates discussed above paid about S2.4 billion in substitute dividends on U.S. stocks to 
lenders in trades conducted in accordance with IRS Notice 97-66, We do not have access to 
information concerning the taxation of actual dividends paid on this stock. Because we do not 


Morgan Stanley currently sources stock for this transaction from third-party custodians. 
Until 2006, Morgan Stanley also sourced stock from a limited number of asset owners for whom 
Morgan Stanley itself acted as custodian. 
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have that information, we cannot make any estimate of the amount of withholding tax potentially 
avoided in connection with these transactions, or indeed whether any withholding tax has been 
avoided at all. 

Tax Policy Issues 

As I stated at the outset, and as I believe my testimony reflects, Morgan Stanley believes 
that its practices in these areas are in compliance with applicable tax laws and regulations. 
Morgan Stanley takes no position on what those laws and regulations should be, and we have not 
been involved in any discussions regarding these issues with the IRS. Nonetheless, it bears 
mention that many of the issues the Subcommittee is confronting arise from the fact that the tax 
treatment of dividends often differs from the tax treatment of alternative payments that are 
determined with reference to dividends. Some have suggested a comprehensive rethinking of 
taxation of capital investment returns to reduce the tax significance, to any investor, of whether a 
return is or is not a dividend. Even in the absence of fundamental change, additional guidance 
on structures that the IRS would either challenge or respect would be helpful, particularly for 
organizations like Morgan Stanley who strive to conduct our business at the conservative end of 
the spectrum. 

This concludes my prepared remarks. I hope my testimony has been of assistance, and I 
will be pleased to answer any questions. 
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WRITTEN TESTIMONY OF 
DOUGLAS SHULMAN 
COMMISSIONER OF INTERNAL REVENUE 
BEFORE THE 

SENATE COMMITTEE ON HOMELAND SECURITY AND 
GOVERNMENTAL AFFAIRS’ 

PERMANENT SUBCOMMITTEE ON INVESTIGATIONS 
HEARING ON 

EQUITY SWAPS AND SECURITY LENDING 
SEPTEMBER 11, 2008 

Good morning Chairman Levin, Ranking Member Coleman, and Members of the 
Subcommittee. Thank you for the opportunity to appear before you today to discuss an 
issue of great interest both to the Internal Revenue Service (IRS) and to this 
Subcommittee - the practice of using certain financial instruments to reduce or eliminate 
the U.S. withholding tax that applies to payments of dividends on U.S. stocks to foreign 
persons. 

Let me reiterate what I have told this Subcommittee previously. I have made 
international issues a top priority for the IRS for my five-year tenure as Commissioner. 
Previously, I discussed broad themes and specific examples of the IRS’ investigations of 
offshore activities. 

For the past several years, the IRS has also been investigating the issues that are the 
subject of this hearing. I am pleased to report on the current status of our efforts. Let me 
also reiterate our appreciation for the support of the Members of this Subcommittee. 

The transactions that the IRS and this Subcommittee are examining are extremely 
complex, often involving multiple taxpayers, some of whom are foreign citizens located 
outside the United States. Some of these transactions are conducted offshore between 
counterparties that are both foreign entities, raising difficult jurisdictional questions. 

With the growing complexity and sophistication of our financial markets, the tax 
treatment of derivatives has become an increasing area of focus for the IRS, and we 
appreciate this Subcommittee’s work on these issues. 

This morning, I would like to describe some of the transactions we are now seeing. I will 
then describe what we are doing to respond, and finally, I will discuss some of the 
obstacles we are seeing as we move forward on these issues. 
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Background 

Unlike U.S. persons, who are subject to U.S. tax on their worldwide income, foreign 
persons are generally subject to U.S. tax only on their U.S. source income. Income of a 
foreign person that is effectively connected with the conduct of a trade or business in the 
United States is taxed generally in the same manner as income of a U.S. person. For 
example, if a foreign citizen directly operates an auto repair business in this country, he 
or she is responsible for paying Federal income tax on the income earned in the United 
States from that business, just like a U.S. citizen. 

Special tax rules apply to passive investment income received by a foreign person. A 
foreign person’s U.S. source income that is not effectively connected with a U.S. trade or 
business generally is subject to a 30-percent withholding tax on the gross amount of the 
payment, although there are significant exceptions to that general rule. The 
determination of whether a particular payment to a foreign person is subject to U.S. tax - 
and at what rate - is highly fact specific, due to the various statutory exemptions, 
regulatory rules, and exemptions or lower rates provided by tax treaties. 

For example, dividends from passive investments in stocks of U.S. corporations paid to 
foreign persons are subject to U.S. taxation at a rate of 30 percent (unless reduced by a 
tax treaty) on the gross amount of the dividend. By contrast, capital gains earned by 
foreign persons with respect to passive investments in stocks of U.S. corporations are 
generally exempt from U.S. tax by statute. Furthermore, income earned by foreign 
residents with respect to “notional principal contracts” (such as a total return equity swap, 
described below) is generally considered to be from foreign sources under applicable 
regulations (and therefore exempt from U.S. tax), to the extent the foreign person is not 
engaged in a U.S. trade or business. In addition, most forms of interest paid to foreign 
persons are not subject to the 30-percent tax on the gross amount of the payment. This is 
primarily due to statutory exemptions, such as the exemptions for “portfolio interest” and 
for interest from U.S. bank deposits. U.S. tax treaties also often further reduce or even 
eliminate the withholding tax on passive investment income. 


Some foreign taxpayers have attempted to structure their investments to reduce or 
eliminate the 30- percent withholding tax. By using certain structured financial 
transactions, foreign taxpayers can, under certain circumstances, earn income that is 
economically attributable to a U.S. source dividend payment (which would be subject to 
withholding tax if paid by a U.S. corporation directly to the foreign taxpayer) as some 
other form of income that is exempt from U.S. withholding tax. Often, various types of 
sophisticated financial transactions, including total return equity swaps, and securities 
lending transactions are used. 

The following are examples of these financial transactions. 

• Total Return Equity Swaps - A total return equity swap is an executory contract 
between two parties to exchange a series of cash flows, which derive their value 
from a hypothetical (or “notional”) quantity of underlying stock. These contracts 
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allow one party (typically referred to as the “long” party) to achieve the same pre- 
tax economic effect it would have had if it had borrowed money from the 
counterparty (typically a financial institution) to purchase a specified block of 
stock. 

For example, suppose a taxpayer wants to simulate the monetary benefits and 
burdens of owning 100 shares of X Corporation stock for a year, and suppose the 
X Corporation stock today is selling for $50 per share. The taxpayer could enter 
into a one-year contract as the “long” party with a counter-party, usually a 
financial institution, providing for periodic payments to be made by one party to 
the other, calculated in the following manner: 

(1) if the X Corporation stock appreciates in value during a given quarter, then the 
institution will pay to the taxpayer an amount equal to that appreciation, so if X 
Corporation stock appreciates to $55 during the first quarter, then, at the end of 
that quarter, the institution will pay to the taxpayer $5 x 1 00 shares, which equals 
$500; 

(2) if the X Corporation stock instead depreciates during a given quarter, then the 
taxpayer will pay to the institution an amount equal to that depreciation, so if X 
Corporation stock depreciates to $44 during the first quarter, then, at the end of 
that quarter, the taxpayer will pay to the institution $6 x 100 shares, which equals 
$600; 

(3) if X Corporation pays a dividend during a given quarter, then the institution 
will pay to the taxpayer an amount equal to that dividend, so that if X Corporation 
pays a dividend of $ 1 .50 per share during the first quarter, then, at the end of that 
quarter, the institution will pay to the taxpayer $1.50 x 100 shares, which equals 
$150; and 

(4) the taxpayer will pay to the institution an amount equal to some rate, such as 
LIBOR, times the value of 100 shares of X Corporation stock at the beginning of 
the quarter. LIBOR is the London Interbank Offered Rate which is the interest 
rate that banks charge each other for fixed term loans. So if LIBOR is 4 percent 
annually, at the end of the first quarter, the taxpayer will pay to the institution 1 
percent x $50 per share x 100 shares, which equals $50. 

Importantly, under the total return swap contract, these periodic payments are 
netted. Consequently, these gross amounts do not represent the parties’ actual 
entitlements or obligations (for example, in a bankruptcy court context), but rather 
they are computational inputs that calculate the net/actual commercial 
arrangement. 

Furthermore, because of the uncertainty in the values underlying the computation 
(e.g., the value of the underlying stock), at the inception of the contract, the 
parties do not know who will make a net payment to whom. 
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Because the taxpayer does not own X Corporation stock, the taxpayer has no right 
to vote on corporate matters. Nevertheless, the taxpayer has synthesized the 
monetary benefits and burdens of leveraged ownership; that is, without investing 
any cash up-front, the taxpayer will gain if the value of X Corporation stock 
increases, will lose if the value decreases, and will benefit if X Corporation pays a 
dividend on its stock - just like an owner who borrows money to buy the stock 
outright. 

There are a number of legitimate uses of swaps. However, when a taxpayer enters 
into a swap with the financial institution, receives a substitute dividend pursuant 
to the swap, and then terminates the swap and buys the stock back from the 
financial institution (“cross in, cross out"), taxpayers can expect the IRS to look 
closely at whether the holder of the swap effectively owns the security on the 
dividend record date and so is taxable on the dividend. This transitory divestiture 
of the stock is an area of particular IRS scrutiny, as will be discussed in this 
testimony. 

• Securities Lending - Securities lending transactions are common commercial 
transactions of long standing in which the owner of a security “lends” the security 
to another person, who typically sells the security to a third person in a “short 
sale.” The borrower must thereafter return the borrowed securities (or their 
equivalent) to the lender. During the time that the transaction remains open, the 
borrower must also pay the lender amounts equivalent to distributions (e.g., 
dividends), which the owner of the security is entitled to receive during the same 
period. In the case of stock loans, these are commonly called “substitute dividend 
payments.” 

As an economic matter, the lender still earns the same economic return as the 
actual owner of the shares (i.e., it receives all of the price 

appreciation/depreciation of the underlying security as well as the amount of any 
distributions). From a tax perspective, by statute, the lender typically does not 
recognize gain or loss upon execution of the loan. Furthermore, the lender is not 
entitled to treat substitute dividend payments as actual dividends (e.g., recipients 
of substitute dividend payments are not entitled to claim a dividends received 
deduction or to treat them as qualified dividend income currently subject to 
capital gains rates). 

These transactions can involve a foreign person “loaning” dividend-paying U.S. 
stocks to financial institutions that can result in such foreign persons avoiding 
ownership of the stock on the dividend record date. 

In general, the IRS considers “substitute dividend payments” made to lenders on 
loans of U.S. equities to be U.S. source income that is subject to withholding tax. 
However, recognizing that a single security can be lent multiple times (and 
thereby generate multiple substitute dividend payments), Notice 97-66 was issued 
to prevent the multiple (or “cascading”) imposition of tax on an amount that is 
economically attributable to a single dividend distribution. The IRS is aware that 
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some taxpayers are interpreting Notice 97-66 in a manner that permits the 
payment of substitute dividends without the imposition of U.S. tax where such 
exemption is not necessary to prevent the cascading tax that the Notice was 
designed to prevent. The appropriateness of these positions and whether 
withholding tax applies in international securities lending transactions is an 
extremely fact-intensive determination, and does not lend itself to generalizations. 
IRS audits in this area are complex, and labor-intensive. We have ongoing 
investigations in this area and will continue to focus on ensuring that financial 
institutions are following the applicable rules. 

IRS Examinations 

In 2007, the IRS initiated a number of focused examinations of financial institutions with 
regard to the financial instruments and transactions that I described above (i.e., total 
return swaps and securities lending). The immediate goal of these examinations is to 
determine whether such financial institutions have failed in their responsibilities to 
withhold tax on payments made to their foreign clients who may be liable for U.S. taxes 
with respect to such payments. 

In the course of these examinations, we have issued numerous information document 
requests (IDRs) requesting information related to suspicious transactions. Depending on 
the nature of the examination, these IDRs requested e-mails, power point presentations, 
promotional materials, and other documents on selected financial transactions or 
categories of transactions. 

Under such IDRs, financial institutions are requested to review their swap and security 
lending transactions to produce information and correspondence about certain 
transactions that meet criteria that the IRS believes may reveal or may otherwise suggest 
the incidence of potentially suspicious transactions. 

In addition to the IDRs, the IRS has taken testimony from senior executives of the 
financial institutions and plans to conduct further interviews during these examinations. 
As noted above, these are extremely complex investigations that are still ongoing. 

Analysis of Transactions 

In administering the applicable tax laws in this area, the IRS must undertake a multi- 
faceted analysis. 

First, we are required to analyze and characterize a transaction under general tax 
principles (e.g., tax ownership principles). Next, we must consider whether a transaction, 
so characterized, is being treated by the taxpayer in a manner that comports with the 
technical requirements of the statute and regulations. In this context, we are evaluating 
how taxpayers and financial institutions structure stock sales and purchases that occur 
around the same time as the execution and termination of certain swap contracts. This is 
a complex and time-consuming process. 
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Detection 

One of the challenges we face in dealing with international issues and specifically as we 
examine the transactions I described above, is that these transactions generally involve 
foreign persons. Because these foreign persons are not always required to file U.S. tax 
returns, it is often difficult to detect potential wrongdoing, but there have been some 
recent developments that may improve our capabilities in this area. 

The IRS is benefiting greatly from information from informants that are intimately 
familiar with the activities of the taxpayers and the nature of the transactions. Overall, 
the number of informants coming forward on all issues has increased dramatically since 
the significant changes adopted by Congress in the Tax Relief and Health Care Act of 
2006. 

Finally, when we identify foreign persons who may be inappropriately avoiding U.S. tax, 
we are often able to gather information on those foreign individuals through our tax treaty 
and Taxpayer Information Exchange Agreement (TIEA) network, which I discussed at 
this Subcommittee’s hearing on July 17, 2008. 

Challenges in Moving Forward 

The most significant challenges the IRS faces in reviewing cases such as those involving 
total return swaps and securities lending are the complexity of the transactions, the need 
to evaluate factors on a case-by-case basis, and the difficulty in examining transactions 
occurring outside the United States by parties located offshore. 

In assessing potential liability, we must look at the fact pattern of each individual 
transaction and in most circumstances the analysis is fact-intensive. 

Finally, the issues presented by the existing regulations and Notice 97-66 are under 
review by the IRS and the Treasury Department. It is disturbing whenever taxpayers 
manipulate the tax code in a way that is contrary to the intent of the law. Our review of 
the Notice will seek to determine whether it can be modified to retain the original intent - 
the prevention of the cascading of U.S. withholding tax on substitute dividend payments 
- while preventing structures created to eliminate U.S. withholding tax on substitute 
dividend payments. 

Whether to adopt further published guidance necessitates a careful consideration of the 
possible ancillary effects of that guidance. We must be careful as we look at potential 
changes in the regulations to ensure that we are driving the proper type of behavior while 
not impeding legitimate business transactions. This may mean that we have to make 
difficult choices because changing regulations to address one problem may raise critical 
issues in another area. 

More broadly, we must make sure that any changes do not have unintended 
consequences. 
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Summary 

Mr. Chairman, let me reiterate that the IRS is carefully examining a number of cases 
involving the transactions that this Subcommittee has raised. We have received 
thousands of documents from our information document requests, which we are 
reviewing carefully. We have interviewed employees, outside counsel, and others to 
determine what they can add regarding specific financial transactions. 

I cannot predict where these examinations will lead, but I hope this Subcommittee 
understands that despite the challenges I have discussed, we have multiple examinations 
ongoing. 

We appreciate the interest of this Subcommittee and I thank you for the opportunity to 
appear before you today. I would be happy to respond to any questions that you or any 
Member of the Subcommittee may have. 
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Each year, the United States loses an estimated $100 billion in tax 
revenues due to offshore tax abuses. 1 The U.S. Senate Permanent 
Subcommittee on Investigations has examined various aspects of this 
problem, including how U.S. taxpayers have used offshore tax havens to 
escape payment of U.S. taxes. This Report focuses on a different subset 
of abusive practices that benefit only non-U.S. persons, have been 
developed and facilitated by leading U.S. financial institutions, and have 
been utilized by offshore hedge funds and others to dodge payment of 
billions of dollars in U.S. taxes owed on U.S. stock dividends. 


1 This $100 billion estimate is derived from studies conducted by a variety of tax experts. See, 
e.g., Joseph Guttentag and Reuven Avi-Yonah, “Closing the International Tax Gap,” in Max B. 
Sawicky, ed.. Bridging the Tax Gap: Addressing the Crisis in Federal Tax Administration 120061 
(estimating offshore tax evasion by individuals at $40-$70 billion annually in lost U.S. tax 
revenues); Kimberly A. Clausing, “Multinational Firm Tax Avoidance and U.S. Government 
Revenue” (August 2007) (estimating corporate offshore transfer pricing abuses resulted in $60 
billion in lost U.S. tax revenues in 2004); John Zdanowics, “Who’s watching our back door?” 
Business Accents magazine, Volume 1, No. 1, Florida International University (Fall 2004) 
(estimating offshore corporate transfer pricing abuses resulted in $53 billion in lost U.S. tax 
revenues in 2001); “The Price of Offshore,” Tax Justice Network briefing paper (March 2005) 
(estimating that, worldwide, individuals have offshore assets totaling $1 1.5 trillion, resulting in 
$255 billion in annual lost tax revenues worldwide); “Governments and Multinational 
Corporations in the Race to the Bottom,” Tax Notes (Feb. 27, 2006); “Data Show Dramatic Shift 
of Profits to Tax Havens,” Tax Notes (Sept. 13, 2004). See also series of 2007 articles authored 
by Martin Sullivan in Tax Notes (estimating over $1.5 trillion in hidden assets in four tax havens, 
Guernsey, Jersey, Isle of Man, and Switzerland, beneficially owned by nonresident individuals 
likely avoiding tax in their home jurisdictions): “Tax Analysts Offshore Project: Offshore 
Explorations: Guernsey,” Tax Notes (Oct. 8, 2007) at 93 (estimating Guernsey has $293 billion 
in assets beneficially owned by nonresident individuals who were likely avoiding tax in their 
home jurisdictions); “Tax Analysts Offshore Project: Offshore Explorations: Jersey,” Tax Notes 
(Oct. 22, 2007) at 294 (estimating Jersey has $491 billion in assets beneficially owned by 
nonresident individuals who were likely avoiding tax in their home jurisdictions); “Tax Analysts 
Offshore Project: Offshore Explorations: Isle of Man,” Tax Notes (Nov. 5, 2007) at 560 
(estimating Isle of Man has $150 billion in assets beneficially owned by nonresident individuals 
who were likely avoiding tax in their home jurisdictions); “Tax Analysts Offshore Project: 
Offshore Explorations: Switzerland,” Tax Notes (Dec. 10, 2007) (estimating Switzerland has 
$607 billion in assets beneficially owned by nonresident individuals who were likely avoiding 
tax in their home jurisdictions). 
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Using phrases like “dividend enhancement,” “yield enhancement,” 
and “dividend uplift” to describe their products, U.S. financial 
institutions have developed, marketed, and profited from an array of 
transactions involving multi-million-dollar equity swaps and stock loans 
whose major purpose is to enable non-U.S. persons to dodge payment of 
U.S. taxes on U.S. stock dividends. In addition, many of the offshore 
hedge funds that have benefited from these abusive transactions appear 
to function as shell operations controlled by U.S. professionals who are 
helping them dodge U.S. dividend taxes. Six case histories illustrate the 
scope and nature of the offshore dividend tax abuse problem. 

I. EXECUTIVE SUMMARY 

A. Subcommittee Investigation 

The Permanent Subcommittee on Investigations has a long history 
of examining offshore tax abuses. Twenty-five years ago, for example, 
in 1983, under Chairman William Roth, the Subcommittee held 
landmark hearings exposing how U.S. taxpayers were using offshore 
banks and corporations to escape U.S. taxes. 2 More recently, in March 
2001, the Subcommittee took testimony from a U.S. owner of a Cayman 
Island offshore bank who estimated that 100% of his clients were 
engaged in tax evasion, and 95 % were U.S. citizens. 3 In July 2001, the 
Subcommittee examined the historic lack of cooperation by some 
offshore tax havens with international tax enforcement efforts and their 
resistance to divulging information needed to detect, stop, and punish 
U.S. tax evasion. 4 

In 2003, the Subcommittee held hearings showing how some 
respected accounting firms, banks, investment advisors, and lawyers had 
become tax shelter promoters pushing the sale of abusive tax 
transactions, including some with offshore elements. 5 In 2006, the 
Subcommittee examined six case studies illustrating how U.S. taxpayers 
were utilizing U.S. and offshore tax and financial professionals, 
corporate service providers, and trust administrators to hide assets 

2 See “Crime and Secrecy: The Use of Offshore Banks and Companies,” hearing before the U.S. 
Senate Permanent Subcommittee on Investigations, S.Hrg. 98-151 (Mar. 15, 16 and May 24, 
1983). 

3 See “Role of U.S. Correspondent Banking in International Money Laundering,” hearing before 
the U.S. Senate Permanent Subcommittee on Investigations, S.Hrg. 107-84 (Mar. 1, 2 and 6, 
2001), testimony of John M. Mathewson, at 12-13. 

4 See “What is the U.S. Position on Offshore Tax Havens?” hearing before the U.S. Senate 
Permanent Subcommittee on Investigations, S.Hrg. 107-152 (July 18, 2001). 

5 See “U.S. Tax Shelter Industry: The Role of Accountants, Lawyers, and Financial 
Professionals,” hearing before the U.S. Senate Permanent Subcommittee on Investigations, 
S.Hrg. 108-473 (Nov. 18 and 20, 2003). 
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offshore. 6 Earlier this year, the Subcommittee held hearings showing 
how some tax haven banks have employed banking practices that 
facilitate tax evasion by U.S. clients. ' 

The Subcommittee began its investigation into offshore dividend 
tax abuse in September 2007. Since then, the Subcommittee has issued 
more than a dozen subpoenas and conducted numerous interviews of 
financial institution executives, tax attorneys, hedge fund managers, and 
others. The Subcommittee has also consulted with experts in the areas 
of tax, securities, and international law. During the investigation, the 
Subcommittee reviewed hundreds of thousands of pages of documents, 
including trading data, financial records, presentations, correspondence, 
and electronic communications. Using this information, the 
Subcommittee developed six case histories to illustrate the scope and 
nature of the problem. 

B. Abusive Dividend Tax Transactions 

Offshore hedge funds and other sophisticated non-U. S. institutions 
and companies are active players in the U.S. stock market, often hold 
large volumes of U.S. stock, and are frequent recipients of U.S. stock 
dividends. Because many are located in tax haven jurisdictions, they are 
typically subject to a 30% rate of taxation on their U.S. stock dividends. 
It is not surprising, then, that these non-U. S. persons have sought ways 
to eliminate or reduce the 30% dividend tax, since to do so would 
provide them with significant tax savings and greater yield on their 
investments. 

After reviewing practices at nearly a dozen financial institutions 
and hedge funds, 8 the Subcommittee uncovered substantial evidence that 
U.S. financial institutions knowingly developed, marketed, and 
implemented a wide range of transactions aimed at enabling their non- 
U.S. clients to dodge U.S. dividend taxes. 9 Using a variety of complex 

6 See “Tax Haven Abuses: The Enablers, the Tools and Secrecy,” hearing before the U.S. Senate 
Permanent Subcommittee on Investigations, S.Hrg. 109-797 (Aug. 1, 2006). 

7 See “Tax Haven Banks and U.S. Tax Compliance,” hearing before the U.S. Senate Permanent 
Subcommittee on Investigations (July 17, 2008). 

8 The financial institutions examined by the Subcommittee included Citigroup, Deutsche Bank, 
Goldman Sachs, Lehman Brothers, Merrill Lynch, Morgan Stanley, and UBS. The hedge funds 
included Angelo Gordon, Highbridge (a JPMorgan Chase affiliate). Maverick, Moore Capital, 
and funds managed by the financial institutions listed above. The documents produced by those 
entities and the interviews conducted by the Subcommittee show that the industry practices 
described in this Report extend beyond the specific institutions reviewed. In particular, the 
documents produced by the financial institutions include references to a large number of hedge 
fund clients. 

9 “U.S. financial institution” includes both financial institutions that are organized in the United 
States and U.S. branches of foreign financial institutions. 
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financial instruments, primarily involving equity swaps and stock loans, 
these U.S. financial institutions structured transactions to enable their 
non-U.S. clients to enjoy all of the economic benefits of owning shares 
of U.S. stock, including receiving dividends, without paying the tax 
applicable to those dividends. These structured transactions increased 
the amount of dividend returns obtained by some of their non-U.S. 
clients by 30% or more. 10 

The evidence also showed that use of abusive dividend tax 
transactions is widespread throughout the offshore hedge fund industry. 
Offshore hedge funds actively sought these abusive transactions, 
negotiated the terms of the arrangements with the financial institutions, 
and at times played one financial institution against another to elicit the 
largest possible tax reduction. In addition, many of the offshore hedge 
funds benefiting from these tax dodges did not maintain physical offices 
or investment professionals in their offshore locations, and instead 
operated primarily under the control of U.S. persons serving as the 
fund’s general partner or investment manager. In these cases, U.S. 
hedge fund managers and their employees often played key roles in 
facilitating the offshore dividend tax abuse. 

The purpose of this Report is not to condemn the use of complex 
financial transactions that utilize stock swaps, stock loans, or other 
forms of structured finance, which can be used for legitimate business 
purposes such as facilitating capital flows, reducing capital needs, and 
spreading risk. Instead, this Report attempts to identify abusive 
financial transactions that have no business purpose other than tax 
avoidance and to recommend measures to stop the misuse of structured 
finance to undermine the U.S. tax code. 

Abusive dividend tax practices took hold in the 1 990s, and have 
multiplied since, due to a variety of factors. These factors include the 
lowering of the dividend tax rate in 2003, which resulted in more 
companies paying dividends; the implementation of other tax code 
changes, such as more favorable treatment of swaps, which encouraged 
tax practitioners to think of ways to disguise dividend payments as swap 
payments to avoid the 30% dividend tax rate; the proliferation of hedge 
funds willing to engage in complex financial transactions; the 
proliferation of “dividend enhancement” products offered by financial 
institutions to attract and retain clients; the failure of regulators to keep 
track of and regulate these new products to prevent abusive practices; 
the general loosening of regulation and oversight of the financial 
industry, including with respect to offshore activities; and the 

10 If one is entitled, for example, to a $70 dividend and receives $100 instead, the increase is 
approximately 43%. 
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willingness on the part financial institutions, hedge funds, and their legal 
advisors to adopt more aggressive and abusive tax practices. 

Abusive Stock Swap and Loan Transactions. The abusive tax 
products examined by the Subcommittee were primarily associated with 
stock swaps and stock lending transactions." These transactions varied 
in form, complexity, and the degree to which they transgressed, 
distorted, or undermined current tax law. 

Abusive stock swap transactions essentially involve an effort to 
recast a dividend payment as a swap payment in order to take advantage 
of the favored tax treatment currently given to swap agreements 
involving non-U.S. persons. Right now, under the U.S. tax code, while 
U.S. stock dividends paid to non-U.S. persons are generally subject to a 
30% tax rate, “dividend equivalents” paid to non-U.S. persons as part of 
a swap agreement are not subject to any U.S. tax at all. 12 

Abusive stock swap tax transactions seek to take advantage of this 
disparity in tax treatment. For example, in one of the most blatant forms 
of this type of transaction, a few days before a stock is scheduled to 
issue a dividend, an offshore hedge fund sells its stock to a U.S. 
financial institution and simultaneously enters into a swap agreement 
with the financial institution, temporarily replacing its stock holdings 
with a swap agreement tied to the economic performance of the same 
stock. After the dividend is issued, the offshore hedge fund receives 
from the financial institution a “dividend equivalent” payment under the 
swap agreement equal to the full dividend amount less a fee. The fee, 
charged by the financial institution, is usually tied to the tax savings, and 
generally equals 3% to 8% of the dividend amount. The end result is 
that the offshore hedge fund receives 92% to 97% of the dividend 
amount instead of the 70% that it would have received if the 30% in 
taxes had been withheld. A few days after the dividend date, the 
offshore hedge fund terminates the swap agreement and repurchases the 
stock, leaving the offshore hedge fund with the same status it had before 
the transaction was undertaken. 

This type of transaction is intended to enable the offshore client to 
maintain the same economic benefits (including the receipt of dividend 
payments) and market risks as owning the real stock, while dodging 
payment of tax on the dividend equivalent payments. That the offshore 


11 The Subcommittee also identified other financial transactions, such as equity linked 
certificates and certain stock option transactions using puts and calls, that were used by a few 
financial institutions to enable their clients to dodge U.S. dividend taxes. These transactions are 
discussed in brief in the case histories. 

12 Treas. Reg. § 1.863-7(b)(l). 



109 


6 


client enters into the swap agreement for only a short period of time 
around the dividend period, and owns shares of the underlying stock 
both before and after the swap, demonstrates that this type of transaction 
has no purpose other than to avoid the dividend tax. 

More complex variants of this transaction include a multitude of 
parties, longer time frames, multiple stock sales, and coordinated pricing 
to give the appearance of market risk and arms length dealing. These 
elements have been added, as offshore hedge funds and U.S. financial 
institutions have tried to disguise the true nature of the transactions and 
avoid their recharacterization by the Internal Revenue Service (IRS) as 
ones that are subject to dividend taxes. 

Another effort to dodge payment of U.S. dividend taxes utilizes 
stock lending transactions. In a typical transaction, a U.S. financial 
institution uses an offshore corporation it owns and controls to borrow 
U.S. stock from an offshore hedge fund. The offshore corporation 
borrows the stock a few days before a dividend is issued, sells the stock, 
and simultaneously enters into a swap agreement with its affiliated 
financial institution. After receiving a tax-free “dividend equivalent” 
payment under the swap agreement, the offshore corporation passes the 
payment (now called a “substitute dividend”) back to the offshore hedge 
fund from which it had borrowed the stock. Relying upon a 
misinterpretation of an IRS notice on substitute dividends, the parties 
then claim that no withholding of the substitute dividend payment is 
required and the payment can be made tax-free. A few days after the 
dividend payment, the offshore corporation returns the borrowed stock 
to the offshore hedge fund which then regains the same status as before 
the stock loan took place. 

When this type of stock loan first began appearing, a vigorous 
debate erupted among legal counsel and their clients about its 
legitimacy. JPMorgan Chase told Morgan Stanley that the substitute 
dividend payment was tax-free only if someone earlier in the stock loan 
lending chain had paid the initial withholding. A potential client told 
Merrill Lynch that its legal counsel had said the stock loan works “once, 
maybe twice” but “repeated use, coincidentally around dividend 
payment time, would provide a strong case for the IRS to assert tax 
evasion.” He observed that, “it is the repeated ‘overuse’, e.g. pigs trying 
to be hogs, that proves problematic.” 

Red Flags. The Subcommittee reviewed a wide variety of stock 
swap and loan transactions used to dodge payment of U.S. dividend 
taxes. These transactions typically contained a number of red flags 
signaling their abusive nature, including one or more of the following 
features: 
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• Short-Term Transaction. The transaction took place over a short 
period of time during which U.S. stockholders received a dividend 
distribution. 

• Dividend Payments Over 70%. The financial institution and 
client reached agreement on an explicit dividend payment rate 
above the 70% rate normally available after application of the 30% 
dividend withholding tax. 

• Fees Tied to Tax Savings. The swap or stock loan pricing and 
fees were tied to the amount of tax savings, measured by the 
dividend taxes that were not withheld. 

• Stock Replacement. Physical shares were sold before and then 
reacquired after a dividend distribution, suggesting that the stock 
“sale” was a sham. 

• Sham Market Sales. The financial institution and client reached a 
prior agreement on the sale or repurchase of U.S. stock through 
third parties to give the appearance of a “market sale.” 

• Prevention of Risk. The financial institution and client 
coordinated their stock sales and repurchase transactions to 
minimize or eliminate the risk of financial loss. 

• Offshore Shell Company. In stock loan transactions, the financial 
institution and client inserted an offshore shell corporation into the 
middle of the transaction for no apparent purpose other than to 
create an offshore structure aimed at eliminating dividend 
withholding. 

• Tax Risk Limits. The financial institution treated nonpayment of 
dividend taxes as a “tax risk” and set a “risk limit” on the 
aggregate amount of tax withholding avoidance that could be 
incurred by the institution. 

As a result of these abusive dividend tax transactions, non-U.S. persons, 
including offshore hedge funds and offshore financial institutions, have 
dodged U.S. taxes and secured benefits that were never intended or 
contemplated under the U.S. tax code or the regulations and notices 
issued by the IRS. 

Limiting Tax Risk. Casting further doubt on legitimacy of these 
transactions is the fact that a number of financial institutions and their 
clients took steps to protect themselves financially against the possibility 
that the IRS would challenge their transactions and require payment of 
dividend taxes that were never withheld. 



One such protective measure taken by some financial institutions 
was to establish a limit on the amount of financial exposure that could be 
incurred by the institution from stock-related swaps and loan 
transactions in which dividend amounts were paid but no tax was 
withheld. To calculate their “withholding tax risk,” the financial 
institution determined the amount of dividend tax that was not withheld 
as a result of the transactions it arranged, and therefore the amount that 
the institution might have to pay the IRS if the transactions were 
invalidated or recharacterized. The institution then established the level 
of withholding tax risk that it was willing to incur, and did not allow the 
amount of withholding tax avoidance to exceed that limit. For example, 
Lehman established an annual withholding tax risk limit of $25 million 
on its stock loans, later raised to $50 million; it also set a $10 million 
risk limit on one of its three types of swap transactions. UBS set a limit 
of $72 million on its stock loans, while Merrill Lynch set a limit on its 
stock loans equal to the first to be reached of “$50 million annual gross 
withholding tax elimination” or “$25 million net withholding tax 
(=gross withholding tax less [its] fees).” These risk limits show that 
each of these financial institutions was enabling clients to dodge 
payment of tens of millions of dollars in dividend taxes each year. 

An additional protective measure against tax risk was undertaken 
in connection with some stock loan transactions. The Subcommittee 
uncovered evidence of several financial institutions that agreed to 
indemnify their clients against any tax liability arising out of a stock 
loan transaction that the institution claimed had eliminated the need to 
withhold dividend taxes. Lehman Brothers and Morgan Stanley, for 
example, each provided some clients with an indemnity agreement to 
cover any tax liability, penalty, or interest that the IRS might 
subsequently assess on substitute dividend payments under stock loan 
where no dividend taxes were withheld. Some of these agreements also 
gave the financial institution the right to take over the defense against 
any IRS claim, and prohibited the indemnified parties from agreeing to 
any tax settlement without the financial institution’s written consent. In 
another instance, an offshore hedge fund associated with Goldman Sachs 
apparently insisted that Merrill Lynch provide an indemnity agreement 
to protect it against tax liability, and when the two parties were unable to 
agree on its wording, that and other factors led to collapse of a proposed 
stock loan transaction. 

Fees and Profits. U.S. financial institutions offered abusive 
dividend tax transactions to their offshore hedge fund clients, not only to 
attract and retain their business, but also to profit from the fees. In one 
instance, for example, a Lehman Brothers employee hailed the 2004 
announcement of a special dividend to be paid on Microsoft stock and 
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declared, “the cash register is opening! ! ! !” A senior Lehman official 
responded: “Outstanding. . . . Let’s drain every last penny out of this 
[market] opportunity.” The fees charged by the financial institutions for 
swap, stock loan, and other transactions that enabled clients to dodge 
Ll.S. dividend taxes typically included a portion of the dividend tax 
“savings.” Morgan Stanley estimated that its 2004 revenues from its 
dividend-related transactions totaled $25 million. Lehman calculated 
that its Cayman stock lending operations produced a 2003 profit of $12 
million, and projected doubling those profits the next year to $25 
million. UBS estimated its 2005 profits at $5 million and predicted 
double that amount in 2006. Deutsche Bank stated that, in 2007, its 
stock loans alone had produced profits of $4 million. The direct fees 
earned from these transactions are, however, only one reason why 
financial institutions enter into them. In recent years, providing 
dividend enhancement has become seen as increasingly necessary to 
attract and retain clients. 

Lost Tax Revenues. The IRS does not currently track abusive 
dividend tax transactions, so the total volume of dividend payments 
involved and the total amount of lost tax revenues each year are unclear. 
Nevertheless, the information collected by the Subcommittee indicates 
that the figures are substantial. For example, Morgan Stanley data 
indicates that, over a seven-year period from 2000-2007, its dividend tax 
transactions enabled clients to escape payment of U.S. dividend taxes 
totaling more than $300 million. An internal Lehman Brothers 
presentation estimates that, in 2004 alone, its transactions enabled clients 
to dodge payment of dividend taxes of as much as $1 1 5 million. UBS 
data on its stock loan transactions over a four-year period, from 2004 to 
2007, indicate that its clients escaped payment of U.S. dividend taxes 
totaling about $62 million. Providing a different perspective, the 
investment manager of a group of related offshore hedge funds, 
Maverick Capital Management, calculated that over an eight-year 
period, from 2000 to 2007, it had entered into “U.S. Dividend 
Enhancements” with a variety of firms that enabled it to escape paying 
U.S. dividend taxes totaling nearly $95 million. In another example, 
Citigroup told the IRS that it had failed to withhold dividend taxes on a 
limited set of transactions from 2003 to 2005, and voluntarily paid those 
taxes which totaled $24 million. This figure does not take into account 
tens of millions of dollars in additional dividends associated with its 
other suspect “dividend uplift” swaps. Finally, as mentioned earlier, 
several of the financial institutions established dividend withholding tax 
risk limits that permitted each of them to conduct transactions that led to 
unpaid dividend taxes totaling tens of millions of dollars per type of 
transaction per year. 
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These data points encompass different periods of time, different 
types of transactions, and only a few of the financial institutions and 
offshore clients engaged in dividend enhancement transactions. So 
while this limited data is insufficient to extrapolate across the entire 
industry, it is sufficient to establish that, over the ten-year period that 
these abusive practices have been taking place, lost U.S. tax revenues 
likely reach into the billions of dollars. 

Inadequate Response. The Department of Treasury and the IRS 
have failed to take effective action to stop dividend tax abuse. They 
have failed to publish for ten years final regulations to address abusive 
stock loans, failed to clarify existing regulations related to abusive 
equity swaps, and failed to take enforcement actions against 
participating financial institutions or their clients. The silence and 
inaction of the Treasury Department and the IRS in the face of a 
growing problem have encouraged the spread of offshore dividend tax 
abuse. Much more is needed if U.S. dividend taxes are finally to be 
collected from offshore stockholders. 

C. Report Findings and Recommendations 

Based upon its investigation, the Subcommittee staff makes the 
following findings of fact and recommendations. 

1. Findings 

(1) Offshore Dividend Tax Abuse. For over ten years, some 
U.S. financial institutions have been structuring abusive 
transactions aimed at enabling their non-U.S. clients to dodge U.S. 
taxes on stock dividends. U.S. financial institutions have 
developed, marketed, implemented, and profited from these 
abusive “dividend enhancement” transactions. 

(2) Offshore Hedge Funds. Offshore hedge funds are frequent 
participants in abusive dividend tax transactions, which have 
become widespread in the hedge fund industry, and in too many 
instances, their U.S. general partners or investment managers 
facilitated their participation in such transactions for the express 
purpose of dodging U.S. dividend taxes. 

(3) Substantial Revenue Loss. Over the last ten years, offshore 
dividend tax abuses have resulted in billions of dollars in lost tax 
revenues for the U.S. Treasury. 

(4) Inadequate Response. The Department of Treasury and IRS 
have failed to take effective action to stop offshore dividend tax 
abuses, having failed to publish for ten years final regulations to 
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address abusive stock loans, failed to clarify existing regulations 
related to abusive equity swaps, and failed to take enforcement 
actions against participating financial institutions and their clients. 
The silence and inaction of the Treasury Department and the IRS 
continues to encourage the spread of offshore dividend tax abuse. 

2. Recommendations 

(1) End Offshore Dividend Tax Abuse. Congress should end 
offshore dividend tax abuse by enacting legislation to make it clear 
that non-U. S. persons cannot avoid U.S. dividend taxes by using a 
swap or stock loan to disguise dividend payments. This legislation 
should end the abuse by eliminating the different tax rules for U.S. 
stock dividends, dividend equivalent payments, and substitute 
dividend payments, and making them all equally taxable as 
dividends. 

(2) Take Enforcement Action. The IRS should complete its 
review of dividend-related transactions and take civil enforcement 
action against taxpayers and U.S. financial institutions that 
knowingly participated in abusive transactions aimed at dodging 
U.S. taxes on stock dividends. 

(3) Strengthen Regulation on Equity Swaps. To stop misuse of 
equity swap transactions to dodge U.S. dividend taxes, the IRS 
should issue a new regulation to make dividend equivalent 
payments under equity swap transactions taxable to the same 
extent as U.S. stock dividends. 

(4) Strengthen Stock Loan Regulation. To stop misuse of stock 
loan transactions to dodge U.S. dividend taxes, the IRS should 
immediately meet its 1997 commitment to issue a new regulation 
on the tax treatment of substitute dividend payments between 
foreign parties to make clear that inserting an offshore entity into a 
stock loan transaction does not eliminate U.S. tax withholding 
obligations. 
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II. BACKGROUND 

A. Taxation of Dividends 

1. Dividends Generally 

A dividend is a distribution by a corporation of a portion of its 
earnings to its stockholders, with the amount to be distributed based 
upon the number of shares held by each stockholder. When a 
corporation’s board of directors declares a dividend, it sets a date in the 
future on which persons must be listed on its books as a stockholder in 
order to receive the dividend. Called the “record date,” it determines 
who is eligible to receive the dividend payment. 13 In order to be 
recognized as owning stock on the record date, a stockholder must have 
purchased the shares earlier, generally two business days before the 
record date. This earlier date is the “ex-dividend date.” 14 

Dividends are paid by corporations in a variety of ways, most often 
by sending a check to a stockholder’s specified address, crediting the 
stockholder’s account at a financial institution, or reinvesting the 
dividend amount in the purchase of additional shares of stock. If the 
dividend recipient is a U.S. person, at the end of the calendar year, the 
payor of the dividend must send a 1099 form to the stockholder and to 
the IRS reporting the total amount of dividends paid to the stockholder 
during the year. Stockholders must report all dividends received on their 
tax return as part of their taxable income. 15 

U.S. stock dividends are included in the gross income of an 
individual or corporate taxpayer and taxed at the appropriate individual 
or corporate income tax rate, each of which, in 2003, reached a 
maximum of 35%. In 2003, Congress enacted legislation that lowered 
the individual tax rate on U.S. stock dividends to 1 5% when paid to most 
U.S. taxpayers. 

2. Dividends Paid to Non-U.S. Persons 

Different rules apply to stock dividends paid by U.S. corporations 
to nonresident alien individuals or non-U. S. corporations, partnerships, 
or other entities (hereinafter referred to as “non-U. S. persons”). First, 
dividends paid to non-U.S. persons that are not connected with a U.S. 
business are subject to a tax rate of 30%, absent a tax treaty between the 


13 See U.S. Securities and Exchange Commission, “Ex-Dividend Dates: When Are You Entitled 
to Stock and Cash Dividends,” at http://www.sec.gov/answers/dividen.htm. 

14 Id. 

15 See I.R.C 861(a)(2)(A). 
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United States and the stockholder’s country of residence setting a lower 
rate. 16 

Second, U.S. tax law requires the 30% tax to be “deducted and 
withheld at the source” of the dividend payment being made to the non- 
U.S. person. 1 The purpose of this requirement is to ensure that the tax 
owed on the dividend payment is withheld and remitted to the IRS, 
before the dividend payment leaves the United States, since the United 
States is generally without authority to compel collection of U.S. taxes 
outside of its borders. 18 This tax withholding regime for U.S. stock 
dividends has been in place for decades. 19 

To ensure taxes on stock dividends are withheld in the United 
States and remitted to the IRS before the dividend payment leaves the 
country, U.S. tax law deems any person that has “control, receipt, 
custody, disposal, or payment of any item of income of a foreign person 
that is subject to withholding” to be a “withholding agent.” 20 The law 
also deems the withholding agent “personally liable for any tax required 
to be withheld,” and makes the withholding agent jointly and severally 
liable for the tax along with the non-U.S. person to whom the payment 
was made, if the withholding agent fails to withhold and the non-U.S. 
person fails to satisfy the tax liability. 21 

The law requires the U.S. withholding agent to withhold the 
appropriate amount of tax from the dividend payment, remit the 
withheld amount to the IRS, and file a 1 099 form with the IRS and the 
dividend recipient identifying the amount withheld and the amount paid 
to the non-U.S. person. 22 If the withholding agent mistakenly withholds 
too much tax, the dividend recipient may obtain a refund from the IRS. 23 


16 See I.R.C 871(a)(1)(A) and 881(a)(1); see also “United States Income Tax Treaties - A to Z,” 
Internal Revenue Service (hereinafter “IRS”), at 
http://www.irs.gov/businesses/intemational/article/0„id=96739,00.html. 

17 I.R.C. 1441(a) and (b), and 1442(a). 

18 Id. 

15 The first Federal withholding statute was enacted in 1913; the first comprehensive set of IRS 
withholding regulations for nonresident aliens was issued in 1956. See “Tax Compliance: 
Qualified Intermediary Program Provides Some Assurance That Taxes on Foreign Investors are 
Withheld and Reported, But Can Be Improved,” Government Accountability Office, Report No. 
GAO-08-99 (December 2007) (hereinafter “2007 GAO report”)? at 6. 

20 See Department of the Treasury, IRS, “Withholding Agent,” at 
http://www. irs . gov/businesses/small/intemationai/ article/0„id= 1 0 5 00 5 ,00 .html. 

21 See Department of the Treasury, IRS, Publication 515, Withholding of Tax on Nonresident 
Aliens and Foreign Entities (Rev. April 2007). 

22 If the withholding agent is a non-U.S. financial institution operating outside of the United 
States, other rules apply, including in some cases Qualified Intermediary agreements which may 
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The withholding agent is generally obligated to withhold 30% of 
any U.S. stock dividend paid to a non-U. S. person. This 30% tax rate 
applies to many countries of residence, including most tax haven 
jurisdictions, and also applies when a non-U. S. person’s country of 
residence is unclear. 24 Certain countries, however, have negotiated a 
lower tax rate with the United States, including for example, the United 
Kingdom, which has a 15% tax rate imposed on stock dividends 
received by its residents. 

In 2003, the latest year with available data, about $42 billion in 
U.S. stock dividends were paid to non-U.S. corporations, from which 
only about 4.5% or $1.9 billion was withheld. 25 The U.S. Government 
Accountability Office has raised a number of issues related to the 
apparent failure to withhold sufficient U.S. taxes related to dividend and 
other payments sent abroad. 26 

In the transactions reviewed by the Subcommittee, U.S. financial 
institutions engaged in dividend-related swap and loan transactions with 
a variety of sophisticated non-U.S. investors, including offshore hedge 
funds, foreign financial institutions, certain Luxembourg mutual funds, 
and large institutional investors such as pension funds, insurance 
companies, and private equity funds. In addition, the U.S. financial 
institutions sometimes engaged in abusive transactions on their own 
behalf involving stock owned by their non-U.S. affiliates, working with 
other financial institutions to carry them out. 

B. Hedge Funds 

Many of the abusive dividend tax transactions reviewed by the 
Subcommittee involved a U.S. financial institution and an offshore 
hedge fund. In the United States, hedge funds are lightly regulated, 
private investment funds that pool investor contributions to trade in U.S. 


specify different disclosure obligations. This investigation, however, is focused on U.S. 
financial institutions acting as withholding agents. 

23 See IRS, Publication 515, supra note 2 1 . 

24 Id. 

25 See 2007 GAO report, at 23-24. GAO reports that, altogether in 2003, about $293 billion in 
U.S. source income was paid to non-U.S. persons residing abroad. Id. at 1. Of that amount, 
about $200 billion was paid to non-U.S. corporations. Id. at 23. Of that $200 billion, about $42 
billion consisted of U.S. stock dividends. Id. at 24. GAO does not specify what portion of the 
remaining $93 billion paid to non-U.S. persons other than corporations consisted of dividend 
payments. 

26 


Id. at 4-5, 14-15, 19-24. 
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securities or make other investments.* Most U.S. hedge funds are 
structured as limited partnerships, in which the general partner manages 
the fund for a fixed fee and a percentage of the fund’s gross profits, and 
the limited partners function as passive investors. 28 Some U.S. hedge 
funds are structured as U.S. corporations that contract with an 
investment manager to manage their investments. Most U.S. hedge 
funds employ persons living in the United States to manage the fund’s 
investments. 

Many U.S. hedge funds are also associated with one or more 
offshore hedge funds, often sharing the same general partner or 
investment manager. These offshore hedge funds are typically 
organized in a tax haven jurisdiction like the Cayman Islands which now 
claims to host over 10,000 hedge funds, more than any other jurisdiction 
in the world. 29 Offshore hedge funds, when associated with a U.S. 
hedge fund, often do not maintain a physical office or employ 
investment professionals in their tax haven jurisdiction, but instead make 
use of the same U.S. investment professionals used by their U.S. 
counterparts. 

In addition, since U.S. securities are denominated and traded in 
U.S. dollars, offshore hedge funds often use one or more U.S. financial 
institutions to act as their “prime brokers” and carry out their U.S. 
securities transactions. It is these U.S. financial institutions that 
typically act as the hedge funds’ withholding agents and arrange the 
abusive stock swap and loan transactions reviewed in this Report. 

Most offshore hedge funds use the services of a law firm, financial 
firm, or corporate services provider located in their tax haven 
jurisdiction to keep their client lists, subscription agreements, and other 


27 For more information about hedge funds, please see “Tax Haven Abuses: The Enablers, the 
Tools and Secrecy,” S. Hrg. 109-797 (Aug. 1, 2006), at 456. 

28 See Goldstein v, SEC. 451 F.3d 873, 875 (D.C. Cir. 2006); Report to Congress by Treasury, 
Federal Reserve, and the SEC pursuant to Section 356(c) of the Patriot Act (Dec. 31, 2002 ) 
(hereinafter “Report to Congress”), at 19-24 (discussing hedge funds). Investors generally sign a 
“subscription agreement” specifying the investor’s ownership interest in the fund, which may be 
in the form of shares, limited partnership interests, or ownership units. See, e.g.. Report to 
Congress, at 20 in footnote 67, and at 22. 

29 The Cayman Island states that approximately 10,000 hedge funds are organized within its 
borders, making the Cayman Islands the jurisdiction with the largest number of hedge funds in 
the world. See Cayman Islands Monetary Authority, “The Navigator” Vol. 33, July 2008, 
License Statistics as of 30 June 2008, available at 

http://www.cimoney.com.ky/section/defauit.aspx?section= ; PUB&id= : 2082#JuIy08_lic_stats 
(listing 10,037 mutual funds); Cayman Islands Monetary Authority, “Year in Review, 1 July 
2006 - 30 June 2007” at 55 (stating that “Although Cayman Islands legislation refers to ‘mutual 
funds,’ the vast majority of the funds registered in this jurisdiction fall within the loose definition 
of a ‘hedge fund.’”). 
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records offshore, and perform administrative functions. But it is not 
uncommon for a hedge fund organized in a tax haven to have little more 
than a post office box or a one-person office in that jurisdiction, and 
operate on a day-to-day basis as a shell entity under the control of U.S. 
persons acting as its general partner or investment manager. 

With respect to U.S. taxes, U.S. hedge funds organized as 
partnerships file 1065 informational tax returns with the IRS, and 
provide information about gains and losses to their partners for inclusion 
in the partners’ individual tax returns. U.S. hedge funds organized as 
corporations generally file 1099 forms with the IRS reporting any 
payments made to their clients. 30 U.S. hedge fund clients are 
responsible for including any realized hedge fund gains in their taxable 
income. 

Offshore hedge funds, on the other hand, are typically organized as 
foreign partnerships or corporations, operate outside of U.S. tax law, and 
do not file U.S. tax returns. Moreover, since most offshore hedge funds 
are formed in tax haven jurisdictions, they typically pay little or no tax 
in their home country. In 1999, the President’s Working Group on 
Financial Markets noted that a significant number of hedge funds 
operated in tax havens and may be associated with illegal tax 
avoidance. 31 

One of the few U.S. taxes that offshore hedge funds are subject to 
are taxes on dividend payments related to their U.S. stock holdings. 
These dividend taxes are supposed to be withheld by the U.S. 
withholding agent before any part of the dividend payment leaves the 
United States. But as shown in this Report, many offshore hedge funds, 
with the assistance of U.S. financial institutions, participate in abusive 
transactions aimed at enabling them to escape payment of most or all 
U.S. dividend taxes. 

C. Equity Swaps 

One key type of transaction used by U.S. financial institutions to 
help offshore clients, including offshore hedge funds, dodge payment of 
dividend taxes involves swaps, which are a common type of derivative. 
A derivative is a “bilateral executory contract with a limited term, the 
value of which is determined by reference to the price of one or more 


30 See I.R.C. § 6042(a) (on reporting dividends), § 6045 (on reporting securities transactions), 
and § 6049(a) (on reporting interest). 

31 Report of the President’s Working Group on Financial Markets, “Hedge Funds, Leverage, and 
the Lessons of Long-Term Capital Management,” (1999), at 41, cited in Report to Congress, at 
24. 
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fungible securities, commodities, rates, or currencies .” 32 Essentially, it 
is a “wager with respect to the change in the price or yield of an 
underlies ” 33 

Equity swaps are derivatives whose values are tied to the published 
price of a specified stock or group of stocks. One of the most common 
forms of equity swaps, and the type most often used in abusive dividend 
transactions, is a total return swap. They are called total return swaps 
because they are “agreements] in which one party (total return payer) 
transfers the total economic performance of a reference obligation to the 
other party (total return receiver ).” 34 In other words, in a total return 
swap that involves an equity swap, one party (called the “long” party) 
agrees to pay an amount equal to any appreciation in the stock price plus 
the amount of any stock dividends paid during the term of the swap, 
while the other party (called the “short” party) agrees to pay any 
depreciation in the stock price plus certain fees, which usually include 
an interest component. The end result is that the swap provides the long 
party with virtually all of the economic benefits and burdens of holding 
stock without taking physical possession of the shares . 35 


32 Staff of the Joint Committee on Taxation, Present Law and Analysis Relating to the Tax 
Treatment of Derivatives (JCX-21-08) 2 (2008). 

33 Id. 

34 International Swaps and Derivatives Association, Inc., “Product Descriptions and Frequently 
Asked Questions,” at http://www.isda.org/educat/faqs.html (last visited Sept. 1, 2008). 

35 Recently, total return equity swaps have received heightened judicial scrutiny on the issue of 
how they can be used to hide stock ownership. The U.S. District Court for the Southern District 
of New York made the following observation in a 2008 case involving a dispute over whether 
certain hedge funds should have disclosed their ownership interests in CSX Corporation, a 
publicly traded U.S. company, “Some people deliberately go close to the line dividing legal from 
illegal if they see a sufficient opportunity for profit in doing so. A few cross that line and, if 
caught, seek to justify their actions on the basis of formalistic arguments even when it is apparent 
that they have defeated the purpose of the law. This is such a case.” CSX Corp. v. The 
Children’s lnv. Fund Management (UK) LLP . No. 08 Civ. 2764 (LAK), 2008 WL 2372693, at *1 
(S.D.N.Y. June 11, 2008). In the case, two hedge funds “amassed a large economic position” in 
CSX “without making the public disclosure required of 5 percent shareholder and groups by the 
Williams Act.” Id. The funds had built their positions in the company using total return swaps 
and argued that their swap holdings were not equivalent to stock holdings and did not require 
them to disclose their ownership interests in the company. The Court disagreed. It examined the 
swap agreements between one of the hedge funds and its counterparties which included eight 
large financial institutions, Deutsche Bank AG, Citigroup Global Markets Limited, Credit Suisse 
Securities (Europe) Limited, Goldman Sachs International, JPMorgan Chase Bank, Merrill 
Lynch International, Morgan Stanley & Co. International pic, and UBS AG. The Court found 
that “the evidence is overwhelming that these counterparties in fact hedged the short positions 
created by the [total return swaps] with [the hedge fund] by purchasing shares of CSX common 
stock ... on virtually a share-for-share basis and in each case on the day or the day following the 
commencement of each swap.” Id. at *4 FN 15 and *21. The Court stated that “[t]here are 
persuasive arguments for concluding, on the facts of this case . . . that defendants beneficially 
owned at least some and quite possibly all of the referenced CSX shares held by their [swap] 
counterparties.” Id. at *1. However, the Court determined it was “unnecessary to reach such a 
conclusion to decide this case,” holding instead that securities law “provides, in substance that 
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As explained earlier, a dividend paid on the stock of a U.S. 
company is treated as a U.S. source payment subject to taxation, since 
the source of the dividend is the U.S. corporation that paid it. If the 
dividend is to be paid to a non-U.S. person, the tax code requires the 
dividend tax to be withheld by the payor - the withholding agent - and 
remitted to the IRS. 

In contrast, a swap is considered a “notional principal contract,” 
and a 1991 regulation provides that the “source” of any payment made 
under that contract is to be determined according to the country of 
residence of the person receiving the payment, the potential taxpayer. 36 
This approach is the exact opposite of the one for stock dividends, and 
turns the usual meaning of the word, “source,” on its head - since 
instead of looking to the origin of the payment to determine its “source,” 
the regulation looks to the payment’s recipient. For example, if a U.S. 
financial institution makes a dividend equivalent payment under a swap 
agreement to a Cayman Island hedge fund, the tax code would normally 
treat that payment as a Cayman source payment not subject to U.S. 
withholding taxes. The result is that dividend payments made to an 
offshore recipient are taxed, while dividend equivalent payments made 
to the same recipient under a swap agreement are not. 

Many offshore hedge funds and some U.S. financial institutions 
have sought to take advantage of the different source rules for dividend 
versus dividend equivalent payments, in order to eliminate U.S. 
withholding taxes on U.S. stock dividends. The most blatant type of 
transaction is as follows. Before the record date on a stock dividend 
payment, the offshore hedge fund sells its stock to a U.S. financial 


one who creates an arrangement that prevents the vesting of beneficial ownership [of stock] as 
part of a plan or scheme to avoid the disclosure that would have been required if the actor bought 
the stock outright is deemed to be a beneficial owner of those shares. That is exactly what the 
defendants did here in amassing their swap positions. In consequence, defendants are deemed to 
be the beneficial owners of the referenced shares.” Id. at * 1-2. 

36 Treas. Reg. § 1.863-7(b)(l). Treasury defines a notional principal contract as “a financial 
instrument that provides for the payment of amounts by one party to another at specified 
intervals calculated by reference to a specified index upon a notional principal amount in 
exchange for specified consideration or a promise to pay similar amounts.” Treas. Reg. § 1.446- 
3(c)(l)(i). The “specified index” refers to “(i) A fixed rate, price, or amount; (ii) a fixed rate, 
price, or amount applicable in one or more specified periods followed by one or more different 
fixed rates, prices, or amounts applicable in other periods; (iii) an index that is based on objective 
financial information; and (iv) an interest rate index that is regularly used in normal lending 
transactions between a party to the contract and unrelated persons.” Id. at § 1.446-3(c)(2). A 
“notional principal amount” “is any specified amount of money or property that, when multiplied 
by a specified index, measures a party’s rights and obligations under the contract, but is not 
borrowed or loaned between the parties as part of the contract.” Id. at § 1.446-3(c)(3). Swaps 
tied to stock prices and dividend payments - called “equity swaps” or “equity index swaps” - are 
explicitly included in Treasury’s definition of notional principal contracts. Id. at § 1.446- 
3(c)(l)(i). 
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institution. The offshore hedge fund also enters into a swap agreement 
with the U.S. financial institution tied to the value of the stock just sold 
and which is timed to end soon after the dividend is paid. The financial 
institution agrees to pay the hedge fund an amount equal to any price 
appreciation in the value of the stock plus any dividend payments during 
the term of the swap, while the hedge fund agrees to pay the financial 
institution an amount equal to any price depreciation in the value of the 
stock plus a fee. 

The parties treat the payments to the offshore hedge fund as 
payments on a notional principle contract. Because the amounts are paid 
to an offshore entity, the parties claim the payments are from a non-U.S. 
source and, therefore, tax-free. After the dividend is paid and the 
financial institution makes a dividend equivalent payment to the offshore 
hedge fund, the swap is concluded. In some cases, the U.S. financial 
institution then sells to the hedge fund an equivalent number of shares of 
the stock that was the subject of the swap. Alternatively, the hedge fund 
may be required to reacquire the shares of stock from another institution, 
but arrangements may be made to ensure that it is able to pay the same, 
or virtually same, price as the swap’s termination price. The end result 
is that, soon after the swap is concluded, the offshore hedge fund regains 
its physical shares of stock and is in the same position as before the 
swap, but having pocketed a dividend equivalent without paying any tax 
on it. 


While the financial institution and hedge fund contend that this 
transaction meets all of the requirements of a tax-free payment on a 
derivative, the transaction could also be viewed as a sham in which the 
financial institution simply passed through a stock dividend payment to 
its client under the guise of a swap payment, for the sole purpose of 
dodging the dividend tax. 

D. Stock Loans 

The second type of transaction used by U.S. financial institutions 
to enable offshore clients to dodge payment of U.S. stock dividend taxes 
involves stock loans. Securities lending or stock loans are standard 
transactions within the securities industry, in which one party (“the 
lender”) loans securities to another (“the borrower ”). 37 In a stock 
lending transaction, the parties typically negotiate a fee to be paid by the 
borrower to the lender for the loan of the shares. In addition, the 
borrower typically supplies the lender with collateral for the loan of the 


37 The stock loans reviewed by the Subcommittee were often governed by a standard lending 
agreement used for most trades in the industry, called an Overseas Securities Lending Agreement 
or Global Master Securities Lending Agreement. 



123 


20 


shares. The amount of collateral provided by the borrower is typically 
equal to or greater than the value of the loaned securities, and may be 
provided in a variety of forms, such as cash, securities, or a letter of 
credit. If the collateral is provided in the form of cash, the lender 
typically agrees to make a payment to the borrower at the end of the loan 
reflecting not only the interest earned by the collateral over the term of 
the loan, but also the loan fee. 

While the stock loan is in effect, title to the stock is typically 
transferred to the borrower. The borrower may use the stock for 
whatever purpose it wishes, including selling the securities, and the 
borrower typically controls the voting rights of the stock, and receives 
any dividends that are paid during the term of the loan. In the abusive 
transactions reviewed by the Subcommittee, as part of the loan 
agreement, the borrower typically agrees to pass any dividends back to 
the lender. The dividend payments made to the lender by the borrower 
are called “substitute dividend payments.” 38 Under current tax law, 
substitute dividend payments are taxed in the same way as dividends, 
with the source determined by looking to the origin of the dividend. 39 

If a substitute dividend payment is made to a non-U. S. person as 
part of a stock loan transaction, however, U.S. tax law currently provides 
that the substitute dividend payment “shall be sourced in the same 
manner as the distributions with respect to the transferred security.” 40 In 
other words, substitute dividend payments are treated like standard 
dividend payments and are sourced based upon the underlying equity. 
That means, if a substitute dividend payment is made with respect to a 
U.S. stock, that payment is considered U.S. based and is taxable, even if 
paid to a non-U. S. person. 

The regulation creating this rule for substitute dividend payments 
was issued in October 1997. It was substantially similar to the rule that 
had been proposed by the IRS and Treasury Department five years 
earlier in 1992. 41 Upon its publication, tax practitioners immediately 
expressed concern with the wording, warning that the provisions could 
lead to over withholding in cases where the same shares of stock were 

38 A substitute dividend “is a payment, made to the transferor of a security in a securities lending 
transaction ... of an amount equivalent to a dividend distribution which the owner of the 
transferred security is entitled to receive during the term of the transaction.” Treas. Reg. § 

1.861 -3(a)(6). 

39 w. 

40 Id. See also “Dividends,” Department of Treasury, IRS, at 
http://www.irs.gov/businesses/small/intemational/ articie/0„id=l 06 1 8 1 ,00.html. 

41 See Certain Payments Made Pursuant to a Securities Lending Transaction, 62 Fed. Reg. 53502 
(Oct. 14, 1997). 
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lent to multiple non-U.S. parties in concurrent transactions, a common 
practice in stock loans. For example, if an offshore hedge fund loaned 
shares of a U.S. stock to another offshore entity, 30% of any dividend 
payment made to the offshore entity would have to be withheld by the 
withholding agent making the dividend payment. Some tax practitioners 
claimed that the 1997 regulation then required the offshore entity to 
withhold an additional 30% on the substitute dividend payment passed 
back to the initial lender, the offshore hedge fund. The result, they 
claimed, was that the aggregate withholding amount would be greater 
than the statutory tax rate of 30%. These tax practitioners expressed the 
concern that there would be a “cascading effect” as substitute dividend 
payments were made between a number of offshore entities in a lending 
chain, and each withheld 30% of the substitute dividend amount passed 
on to the next party. 

To resolve the concern with potential over taxation from a 
cascading withholding problem as described above, one month after 
having issued the regulation, the IRS issued Notice 97-66, in November 
1997, to “clarify] how the amount of the tax imposed [on substitute 
dividend payments made by one foreign person to another foreign 
person] will be determined with respect to foreign-to-foreign 
payments.” 43 In the Notice’s “Summary,” the IRS stated that it and 
Treasury “intend to propose new regulations to provide specific 
guidance” on this topic and this Notice was intended to fill the gap until 
such new regulations are promulgated. 44 

The IRS began the section on “Substitute Dividend Payments” by 
stating that “[t]he final regulations were adopted to eliminate 
unjustifiable differences between the taxation of similar economic 
investments.” 45 The Notice then provided a formula for calculating the 
rate of taxation to be applied when a substitute dividend payment related 
to U.S. stock is made between foreign parties: 

“[T]the amount of U.S. withholding tax to be imposed . . . 

with respect to a foreign-to-foreign payment will be the 

amount of the underlying dividend multiplied by a rate equal 


42 Specifically, if a lender in the Cayman Islands (Cl 1 ) lent its securities to another Cayman 
Islands entity (Cl 2 ), who then lent it to a third Cayman Islands entity (Cl 3 ) who lent it to a U.S. 
financial institution. Upon receipt of the dividend, the U.S. financial institution would withhold 
$30 and give Cl 3 a $70 substitute dividend payment. Cl 3 would then be required to withhold 
30%, and only pass back $49 to Cl 2 who likewise would only pass back $34.30 to Cl ! . 

43 IRS Notice 97-66, 1997-48 I.R.B. at 8 (Nov. 12, 1997). 

44 Id. 

45 Id. 
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to the excess of the rate of U.S. withholding tax that would 
be applicable to U.S, source dividends paid by a U.S. person 
directly to the recipient of the substitute payment over the 
rate of U.S. withholding tax that would be applicable to U.S. 
source dividends paid by a U.S. person directly to the payor 
of the substitute payment. This amount may be reduced or 
eliminated to the extent that the total U.S. tax actually 
withheld on the underlying dividend and any previous 
substitute payments is greater than the amount of U.S. 
withholding tax that would be imposed on U.S. source 
dividends paid by a U.S. person directly to the payor of the 
substitute payment.” 46 

The Notice also stated: “The recipient of a substitute payment may 
not, however, disregard the form of its transaction in order to reduce the 
U.S. withholding tax.” 47 The Notice also stated that, based on this 
formula, “substitute payments with respect to foreign-to-foreign 
securities loans . . . that do not reduce the overall U.S. withholding tax 
generally will not be subject to withholding tax. For example, no 
withholding tax is required in situations where transactions are entered 
into between residents of the same country.” 48 

This Notice and its complex formula created confusion 
among financial institutions and gave rise to a variety of 
interpretations. Moreover, soon after it was issued, some U.S. 
financial institutions and offshore entities began to take advantage 
of the wording of the Notice to structure stock loan transactions 
that they claimed eliminated all withholding tax on substitute 
payments. These financial institutions took the position that a 
literal reading of the IRS notice meant that a substitute dividend 
payment made between two foreign parties located in jurisdictions 
subject to the same withholding rate (generally either 30% or 15%) 
was not subject to any withholding tax. 

With the support of some law firms that issued opinions supporting 
this interpretation of the IRS notice, these financial institutions designed 
stock loan structures aimed at enabling offshore hedge funds to dodge 
payment of U.S. stock dividend taxes. The first step in the structure was 
that a U.S. financial institution used an offshore corporation that it 
owned and controlled to borrow U.S. stock from an offshore client 
anticipating a dividend. Then the offshore corporation borrowed the 

46 id. 

47 Id. 

48 M 
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stock prior to the dividend, sold the stock so that it would not have to 
pay the dividend itself, and simultaneously entered into a swap 
agreement with its affiliated financial institution. After the dividend was 
issued, the financial institution paid a tax-free “dividend equivalent” 
payment under the swap agreement to the offshore corporation which, in 
turn, paid the same amount (called a “substitute dividend”) back to the 
offshore client from which it had borrowed the stock. According to the 
theory the financial institutions adopted, no withholding of the substitute 
dividend payment was required because the substitute dividend payment 
was between two foreign parties located in jurisdictions subject to the 
same withholding rate. In short, the claim was that the substitute 
dividend payment, like the dividend equivalent payment under the swap 
agreement, was tax-free. 

As this interpretation of the IRS notice became more widespread, 
the use of such stock loan structures to dodge U.S. dividend taxes 
mushroomed. Financial institutions such as Morgan Stanley and UBS 
established offshore corporations in Jersey and the Cayman Islands 
specifically for the purpose of transacting stock loans to achieve 
“dividend enhancement.” 

The problem, however, is that this interpretation of the 1997 
Notice stands the Notice on its head. The IRS issued the notice to 
eliminate the possibility that withholding on substitute dividend 
payments by foreign parties would exceed the statutory withholding rate 
of 30%. Now the same Notice is being used to establish a zero 
withholding rate. This interpretation was never intended by the IRS. 49 

In addition, this interpretation of the notice was rejected by some 
major law firms and financial institutions. When Morgan Stanley 
offered a Cayman Island loan transaction to JPMorgan Chase, for 
example, JPMorgan Chase replied in an electronic communication that, 
“JPMorgan Chase’s interpretation of the US securities lending 
regulations and Notice 97-66 (intended to solve the ‘cascading 
withholding tax’ issue) is that some form of proof of withholding is 
required.” 50 It stated further that “the ability to rely on the notice 
requires some showing of actual withholding.” Before agreeing to enter 
into a stock loan agreement, JPMorgan Chase asked Morgan Stanley for 
a representation that “appropriate U.S. taxes have been withheld” and an 
agreement to indemnify JPMorgan Chase for any dividend withholding 
taxes that may be assessed by the IRS. 51 Morgan Stanley “has no reason 

45 Subcommittee staff interview with IRS (Aug. 1 8, 2008). 

50 Email from JPMorgan Chase to Morgan Stanley, Re: MSIL Lending (Jan. 9, 2002), MS-PSI* 
020806-07. 

51 Id. 
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to believe it did not enter into an indemnification agreement with 
JPMorgan Chase on the terms of the draft,” however they “have not 
been able to locate the signed agreement.” 52 

Despite differing interpretations of Notice 97-66, increased use of 
abusive stock loan transactions based on the Notice, and the IRS’ 1997 
commitment to provide clarification on the tax treatment of substitute 
dividend payments between foreign parties, no clarifying guidance has 
been issued over the course of the following ten years. In the absence of 
this guidance, the conflicting interpretations of the Notice have not been 
resolved, and abusive dividend transactions using stock loans between 
foreign parties have become widespread. 

The fact that the IRS has failed to take decisive action to stop these 
abusive stock loan transactions over this long period of time has led 
some financial institutions to claim that the IRS has lost the authority to 
challenge them. Sometimes referred to as the “Wall Street Rule,” some 
within the financial industry assert that the “IRS cannot attack the tax 
treatment of any security or transaction if there is a long-standing and 
generally accepted understanding of its expected tax treatment.” 53 
Neither the IRS nor the courts have ever accepted this doctrine, 
however, in part because there are established ways to obtain the IRS’ 
analysis of a transaction, such as by requesting an IRS ruling. To the 
Subcommittee’s knowledge, the first financial institution to make such a 
request is Lehman Brothers, which sent a letter to the IRS making the 
request in the summer of 2008. 


III. SIX CASE HISTORIES OF DIVIDEND TAX ABUSE 

To illustrate the abusive practices used to dodge U.S. stock 
dividend taxes, the Subcommittee conducted an in-depth examination of 
six case histories involving a variety of participants and a variety of 
transactions over the last ten years. They focus on transactions devised 
and carried out by Lehman Brothers, Morgan Stanley, Deutsche Bank, 
UBS, Merrill Lynch and Citigroup. The case studies are intended to 
provide an illustrative, rather than comprehensive, overview of the 
dividend tax abuse problem, providing evidence of the many methods 
employed to undermine dividend tax collection, the key role played by 
U.S. financial institutions in enabling non-U.S. persons to dodge U.S. 
dividend taxes, the competitive pressures to offer these transactions and 


52 Email from Morgan Stanley’s legal counsel (Sept. 10, 2008). 

53 Emily A. Parker, Acting Chief Counsel, IRS, Remarks at the TEI/LMSB Financial Services 
Industry Conference (Sept. 22, 2003), available at http://www.irs.gov/pub/irs-utl/tei-92203.pdf. 
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their widespread use among non-U.S. clients, the volume of dividend 
payments and unpaid taxes involved, and the steps that must be taken to 
put an end to this entrenched offshore tax abuse. 

A. Lehman Brothers Case History 

1. Background 

Lehman Brothers Holding Inc. (Lehman Brothers or Lehman) is an 
international investment bank that is headquartered in New York City, 
has 36 foreign offices, 54 and employs over 28,000 people worldwide. 55 
At the end of its 2007 fiscal year, Lehman reported $691 billion in assets 
and net income of $4.2 billion. 56 Lehman is organized into three major 
segments: Capital Markets, Investment Banking, and Investment 
Management. 57 Its subsidiaries include Lehman Brothers Inc., 

58 

Neuberger Berman LLC, and Neuberger Berman Management Inc., 
which are registered as broker dealers with the SEC. 59 Lehman provides 
prime brokerage services for many offshore hedge funds through its 
Capital Markets Prime Services group. 60 Richard S. Fuld, Jr. serves as 
Lehman Brothers’ Chairman and Chief Executive Officer. 61 

2. Dividend Tax Abusive Transactions 

From at least 2000 until the present, Lehman Brothers has 
developed, marketed, and implemented a variety of transactions, using 
both swaps and stock loans, aimed at enabling offshore clients to dodge 
U.S. dividend taxes. Lehman once estimated that, in 2004 alone, its 
transactions enabled its clients to dodge payment of dividend taxes of as 
much as $1 15 million. 

Product Offerings. Lehman Brothers has employed a variety of 
products to enable its offshore hedge fund clients to dodge U.S. dividend 
taxes. These products include three swap transactions called the Single 
Equity Swap (terminated in 2004 and a revised version, called the 
“Single Stock Swap,” was introduced in 2005); Contract for Differences 

59 http://www.lehman.com/who/ofFices/Americas.htni. 

55 Lehman Brothers Holding Inc., Annual Report on Form 10-K for the Fiscal Year Ended Nov. 
30, 2007 at 14(2008). 

56 Id. 

57 Id. at 3. 

58 Id. at 8. 

59 Id. at 10. 

60 Id. at 6. 

61 


Id. at 142. 
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(“CFD” terminated with respect to U.S. stocks in 2004); 62 and the 
Lehman Performance Swap (“LPS” or Lehman Portfolio Swap); and two 
stock lending transactions called the Cayman Islands Trades or “Cayco” 
trades. 63 

With respect to the swaps, the single stock swap operates as a total 
return swap. The LPS is a swap which references a basket of equities 
and allows for the addition and subtraction of equities into the basket 
without termination of the swap agreement. The CFD is a long-term 
swap that operates under an annex to the standard swap agreement. It 
references individual securities, but offers reporting, valuation, and other 
operational features that aggregate each holding with other holdings 
across a client’s account and provides reports in a fashion similar to the 
way ownership of a security would be displayed. 64 Lehman managed 
some of these transactions through its “Yield Enhancement Desk,” 
which is part of its Equity Finance Group. It appears that Lehman 
formalized its swap “enhancement” program in May 2000, when it 
issued guidelines for equity swaps performed with offshore clients. At 
the time of issuance, an official in the Equity Finance Group wrote: “To 
the extent that we are to offer pricing to enhance a client’ US 
[dividends], Richard or I should be involved in the process. This should 
be viewed as a service that we expect to be paid for, and receive 
incremental business for.” 63 

The Lehman stock lending transactions were designed to exploit 
the wording of IRS Notice 97-66, which a number of financial 
institutions interpreted to mean that substitute dividend payments 
between two foreign parties subject to the same withholding rate were 
not subject to any withholding taxes at all. Lehman Brothers used a 
Cayman Island corporation, called Lehman Brothers Equity Finance 
(Cayman) Ltd., as the borrower in the trades. This corporation, 
however, was a shell that had no physical office in the Caymans, no 
Cayman employees, and little more than an address at the infamous 
Ugland House. Instead, the trade operations were conducted through a 


62 While Contract for Differences is a generic name for a derivative product in many markets 
throughout the world, including the United Kingdom, the CFD discussed here is a specific 
Lehman Brothers swap product that referenced a U.S. stock. 

63 See Lehman Brothers, The Power of Synthetics (undated), Bates No. LBHIPSI00012296-320. 
The Subcommittee’s review indicates that these products were used often, but not exclusively, 
for dividend tax abuse purposes. 

64 Id. 

65 Email from Jeffrey S. Dorman, Lehman Brothers, to Bruce Giedra, Richard G. Story, and 
David Crowe, copying Howard Blechman, all Lehman Brothers, RE: Equity Swaps, Bates No. 
LBHIPSI00039837-40 (fourth email from top). 
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Lehman Brothers office in Hong Kong, another offshore jurisdiction for 
which the United States imposed a 30% dividend withholding tax rate. 

The first of Lehman’s stock lending transactions utilizing its 
Cayman corporation was initiated in 2000. 66 It was implemented with 
clients in offshore jurisdictions where the withholding tax rate on U.S. 
stock dividends was 30%. The Lehman Brothers Cayman corporation 
would borrow stocks from clients in offshore jurisdictions where the 
withholding tax rate on U.S. stock dividends was 30%. The Cayman 
corporation would sell the stock to Lehman Brothers Special Financing 
Inc. (LBSF), a Delaware entity. To hedge itself against the sale of the 
stocks to LBSF, the Cayman entity would also enter into a LPS with 
Lehman Brothers Finance Ltd., a Swiss entity. LBSF and LBF also 
entered into a LPS with each other to hedge their positions. At the end 
of the loan, the entities would unwind the swaps, the Cayman entity 
would reacquire the stock from LBSF and return the stock to the client. 
Other than the clients, all of the other participants in the trade were 
Lehman Brothers entities. 

Stock lending trades involving the second type of Cayman Islands 
trades were initiated in early 2004. 67 It was similar to the first trade, but 
incorporated more third parties into the transactions and reduced the 
number of the Lehman entities involved. The swap, sale, and repurchase 
transactions involving the borrowed securities were completed with third 
parties. A 2005 presentation prepared by Lehman’s Equities Finance 
Group includes two detailed diagrams depicting the Cayman Island 
trades. 68 In 2003, Lehman’s Cayco stock lending operations produced a 
profit of $12 million, and projected doubling those profits in 2004, to 
$25 million. 69 

Tax-Driven Transactions. Lehman documents show that it 
developed and aggressively marketed its dividend enhancement products 
as a way for offshore hedge funds to dodge payment of the 30% 
withholding tax on dividends. 

A senior Lehman official who headed the firm’s Hedge Fund 
Services group, for example, told an offshore hedge fund client that its 
CFD product was “a unique and simplified version of a Total Return 


66 Subcommittee staff interview of Ian Maynard, Lehman Brothers (Apr. 3, 2008). 

67 Subcommittee staff interview of Bruce Brier, Lehman Brothers (Apr. 8, 2008). 

68 Lehman Brothers presentation, “EFG US Dividend Exposures” (February 2005), Bates No. 
LBHIPSI00002533-40, at 2539-40. 

69 Lehman Brothers presentation, “Equity Finance Yield Enhancement”(undated), Bates No. 
LBHIPSIO0I74963-69. 
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Equity Swap that gives [the counterparty] all the economic 
upside/downside (price movement, dividends and corporate actions) of a 
security without [the counterparty] having a physical position in that 
security.” 70 He explained: “The CFD is usually used for yield 
enhancement purposes (in this case [Lehman Brothers] hold[s] the 
physical in a US entity and receive[s] 100% of the dividend which we 
pass to you through the CFD, whereas you would only receive 70% if 
you physically owned the stock in the [hedge fund’s] offshore fund).” 71 
An employee of another offshore hedge fund that entered into these 
types of swaps with Lehman, when communicating with his colleagues, 
put it more succinctly: “[A] cfd is used to circumvent the tax.” 72 

On another occasion in August 2004, a member of Lehman’s 
Prime Broker Sales team sent an email to the entire Prime Broker Sales 
New York group stating: “There have been quite a few questions on our 
yield enhancement structure so I put together an explanation of the 
structures. There are two ways to yield enhance equities.” 73 The first 
way is “using [the Lehman] SWAP/CFD product.” 74 However: 

“[t]he best method to enhance yield is our lending program. 
[Lehman] would borrow the securities from the client, then 
pay them 70% of the dividend and a stock loan fee of 18% of 
the dividend which would gross them up to 88%. This is the 
best structure, this is not a sale of the security only a loan so 
no capital gain or loss issues, no reporting issues.” 75 

In November 2004, one Lehman employee emailed another a 
spreadsheet that “contains long positions for [an offshore hedge fund], 
which [Lehman Brothers] currently buy[s] into a swap to enhance [the 
hedge fund’s] yield for dividends.” 76 The author asked the recipient to 
“have a look at the top 5 to see if there is any withholding for a Cayman 

70 Email from Patrick Ryan, Executive Director. Hedge Fund Services, Lehman Brothers, to 
James Thalacker, Highbridge Capital Management, LLC., CFD Presentation (July 20, 2004), 
Bates No. LBHIPSI00033324. 

71 id. 

72 Email from George Fink to Donna Howe, both of Angelo Gordon, Re: CFDs (Aug. 11, 2004), 
Bates No. ANG-PSI-0001088 (middle email). 

73 Email from John Carriero, Lehman Brothers, to Prime Broker Sales New York distribution 
list, Lehman Brothers, (no subject) (Aug. 5, 2004), Bates No. LBHIPSI0003422L 

74 Id. 

75 Id. 

76 Email from Anthony Demonte, Lehman Brothers, to Elizabeth Black, Lehman Brothers, 
copying Patrick Ryan and Matt Baldassano, Lehman Brothers, Highbridge LPS Basket (Nov. 22, 
2004), Bates No. LBHIPSI00036060-61 (original email). 
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domiciled account.” 77 The request was made because Lehman was 
“trying to identify trades where it makes sense to leave long positions in 
[the hedge fund’s Lehman Brothers International Europe prime broker] 
account. Without reducing their yield.” 78 

After the email was forwarded to other Lehman employees, a 
member of the Lehman Hedge Fund Services group wrote the following 
to a senior member of the Lehman’s Yield Enhancement Desk: 

“[T]he 4 US securities below pay cash [dividends] but are not 
subject to withholding since they are classified as hybrid 
securities (for tax purposes). That would mean a Cayman 
holder would not suffer 30% withholding and would have no 
incentive to hold the positions in a synthetic structure. Right 
now we are holding all of these securities in an LPS [Lehman 
Portfolio Swap], . . . Based on this information I would like 
to move the positions back to their PB [prime brokerage] 
account but wanted to run it by you to see if I am missing 
something. Would hate to do this and find out down the road 
that [the hedge fund] owe[s] withholding tax on the 
dividends.” 79 

After it was determined that holding the securities in the LPS offered no 
withholding tax advantage for the client, the manager approved the 
move, demonstrating that a critical factor for placing and keeping 
securities in the LPS was dividend enhancement. 

On July 20, 2004, Microsoft Corporation announced that it 
would issue a $3 special dividend on December 2, 2004. In 
response to the Microsoft announcement, a senior member of 
Lehman Brothers’ Equity Finance Products group outlined a 
campaign for Lehman to sell its “dividend enhancement” products 
to non-U.S. institutions that wanted to avoid tax withholding on the 
large dividend: 

“The Opportunity: $10mn P&L on this name this year 
Microsoft has declared a $3 dividend payable 2nd December 
2004, subject to shareholder approval. . . . Lehman has 
sourced lOmn shares to date from offshore sources with the 


77 Id. 

,8 Id. This client review apparently related to an effort by Lehman, whenever possible, to move 
client securities out of swaps, which placed a demand on Lehman’s balance sheet assets, and into 
the prime brokerage account, where the client would bear the cost of carrying the security. 

79 Email from Patrick Ryan, Lehman Brothers, to Ian Maynard, Lehman Brothers, FW: 
Highbridge LPS Basket (Nov. 29, 2004), Bates No. LHBIPSI00038360-61 (top email). 
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intention of using this asset to delta hedge third party swaps 
activity.” 80 

The plan was greeted with enthusiasm from other Lehman 
officials. One of his superiors responded: “This summary is excellent. 1 
am sure we will have a terrific result.” 81 Later on, the Equity Finance 
Products group official reported: “Good progress so far this morning. . . 
. I have interest my side for over 30 [million] shares . ... the cash 
register is opening! ! ! !” 82 His boss responded: “Outstanding. We needed 
a one off like this and hopefully this will meet our expectations. Let’s 
drain every last penny out of this [market] opportunity. Please let me 
know if I can help in any way.” 83 

Shortly thereafter, as work was proceeding on transactions 
related to the Microsoft special dividend, one Lehman employee 
sent an email to multiple colleagues entitled “Dividend Strategy” 
and addressed to “Dear Knights of the Dividend Round Table,” 
leaving little doubt that the motivation of Lehman’s Microsoft 
campaign was to maximize the dividend amounts returned to 
clients. 84 

Lehman’s clients were also very clear that their motive in 
participating in certain transactions was to avoid withholding taxes. One 
Lehman employee sent an email to over 30 colleagues describing a 
meeting with an offshore hedge fund client. He wrote: “re US 
Business: [the hedge fund’s business size is] currently small now though 
will dramatically increase during the summer of 2004. [Interested in 
[Lehman] product, specifically around grossing up of dividends to 
100%.” 85 


80 Email from Ian Maynard, Lehman Brothers, to multiple Lehman colleagues, Microsoft 
Strategy, (July 22, 2004), Bates No. LBHIPSI00002530-31 (original email), 

81 Email from Jeffrey Dorman, Lehman Brothers, to Ian Maynard, Lehman Brothers, Re: 
Microsoft Strategy, (July 22, 2004), Bates No. LBHIPSI00002530-31 (second email from 
bottom). 

82 Email from Ian Maynard, Lehman Brothers, to Jeffrey Dorman, Lehman Brothers, Re: 
Microsoft Strategy, (July 22, 2004), Bates No. LBHIPSI00002530-31 (third email from bottom). 

83 Email from Jeffrey Dorman, Lehman Brothers, to Ian Maynard, Lehman Brothers, Re: 
Microsoft Strategy, (July 22, 2004), Bates No. LBHIPSI00002530-31 (top email). 

84 Email from Bruce Brier, Lehman Brothers, to multiple Lehman Brothers colleagues. Dividend 
Strategy, (July 30, 2004), Bates No. LBHIPSI00002502-03. 

85 Email from Matthew Pinnock, Lehman Brothers, to numerous Lehman Brothers employees, 
Marshall Wace Asset Management UK - Meeting - EFG Relationship Review and Development 
Discussion (May 8, 2004), Bates No. LBHIPSI00032569-70. 
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On another occasion, a Lehman employee sent an email to a 
colleague stating, “we will trade today [Oct. 25, 2004], settle on the 28th 
Record is the 29 th . . . . They are absolutely looking for the div, . . . fyi, the 
only reason for [Highbridge, an offshore hedge fund] to swap is for yield 
enhancement.” 86 

Another report noted that the client: 

“estimates we won c. 40% of their yield enhancement trades 
which they do with 3 providers including us. They would 
prefer to do as much [yield enhancement] business here as 
possible as the CFD product is much easier than doing total 
return swaps elsewhere. . . . Stressed that during div. season 
they don’t have time to keep bidding back and forth on each 
position so if we want to guarantee a position we need to 
show them our best level immediately.” 87 

In January 2005, a Lehman employee reported to the head of 
Capital Markets Prime Services that a hedge fund client owned 
three dividend paying stocks and “would like to do total return 
equity swaps on the three positions to mitigate/eliminate the tax 
withholding.” 88 Clearly, eliminating the payment of dividend taxes 
was a key objective for both Lehman Brothers and its clients. 

Marketing. Lehman used dividend enhancement transactions to 
attract and retain hedge fund clients, often having to match or 
outperform a competitor. For example, one Lehman employee wrote to 
three others that: 

“Special [Dividend] coming up. . . . There is a shareholder 
vote on Oct 6th, the special div record date is not announced 
at the moment. [Hedge fund client] looking for Yield 
Enhancement on a large position. . . . We need to be as 
competitive as possible. They are 98 bid away from Lehman, 
at the very least we need to match.” 89 


86 Email from Anthony Demonte, Lehman Brothers, to James Metaxas, Lehman Brothers, RE: 
Trade Confirm (Oct. 25, 2004), Bates No. LBH1PSI001 10753-56. 

87 Email from Katie Gillham, Lehman Brothers, to multiple Lehman Brothers colleagues, CQS 
Management UK - Entertainment - General catch up with their Finance team (July 28, 2004), 
Bates No. LBHIPS100033591-92. 

88 Email from Jeffrey Seymour, Lehman Brothers, to John Wickham, Lehman Brothers, Total 
Return Equity Swaps for Fortress Off-Shore Fund (Jan. 19, 2005), Bates No. 

LB HIPSI0000 1474-76 (original email). 

89 Email from Anthony Demonte, Lehman Brothers, to Matt Baldassano, Ian Maynard, and Bob 
Boraczek, all Lehman Brothers, MCIP (Sept. 1, 2005), Bates No. LBHIPSI00131584. 
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The “98” refers to the percentage of the dividend payment that another 
financial institution was apparently willing to provide to the offshore 
hedge fund, instead of the 70% normally available after the 30% 
withholding tax. 

On another occasion, Lehman wrote to an offshore hedge fund 
investment manager at Maverick Capital, after a meeting in which 
dividend enhancement transactions had been discussed. In a section of 
the letter regarding, “Dividend Enhancement Solutions,” Lehman wrote: 
“We have a variety of solutions using swap and securities lending 
vehicles [to] achieve yield enhancement. We propose Maverick provide 
us an Interest List on a Weekly basis for possible enhancement trades. 

„90 


A few years later, Lehman was doing business with the same 
hedge fund, and a Lehman employee sent an email stating: “I notice that 
you transfer some of your long position out around their upcoming 
record dates to [a competitor], I imagine that is because of the dividend 
payment. Is there something we can do for you that they are? I’d love 
to discuss if so.” 91 The hedge fund trader responded by asking: “Do 
you have a dividend enhancement product for long or short US equities 
in the offshore accounts?” 92 The Lehman employee forwarded the 
question to a colleague and asked him to call the hedge fund manager 
“to discuss swaps” and “tell them about doing long swap/cfd business 
around record date items so that they get enhanced div treatment on us 
stocks and so they don’t have to move them out to [a competitor] as they 
have been doing.” 93 

At other times, rather than Lehman’s initiating the discussion, its 
hedge fund clients pressed Lehman to arrange dividend enhancement 
transactions for them. For example, in 2005, one hedge fund CEO sent a 
message to Lehman asking: “[A]ny word where you are with swaps and 
CFDs? We have some deals that we need to get on to avoid withholding 


90 Letter from Lehman Brothers to Maverick Capital (April 24, 2001), Bates No. MAV0000794- 
99. 

91 Email from Christopher Antonelli, Lehman Brothers, to Jim Chen, Maverick Capital 
Management, Long Transfers (Jan. 30, 2004), Bates No. LBHIPSI00 134533-34 (original email). 

92 Email from Jim Chen, Maverick Capital Management, to Christopher Antonelli, Lehman 
Brothers, Re: Long Transfers (Jan. 31, 2004), Bates No. LB HIPSI00 134533-34 (middle email). 

93 Email from Christopher Antonelli, Lehman Brothers, to Matt Baldassano, Lehman Brothers, 
FW; Long Transfers (Feb. 4, 2004), Bates No. LBHIPSI00 134533 (top email). 
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on [dividends].” 94 A Lehman employee responded: “We are getting 
close, give me the names you would like to do. I will do my best.” 95 

In 2002, an offshore hedge fund pressed Lehman to provide it with 
100% of the dividend amount, instead of the 92% that had been offered. 
In an email to colleagues, a Lehman employee wrote: “[Angelo Gordon, 
an offshore hedge fund] called regarding the swaps that [were] discussed 
on his [preferred shares]. He said he is being quoted by other brokers on 
the street 100% dividend doing it via a total return swap as opposed to 
the 92.5% we offered via CFD [a Lehman product], ... He wants a call 
back tomorrow either way so he knows how and with who to proceed.” 96 

Risk and Regulatory Concerns. Throughout its promotion of 
dividend enhancement transactions, internal documents show that 
Lehman Brothers was aware of the tax risks posed by those transactions, 
and tried to limit that risk by capping its financial exposure and by 
adding features to its transactions to disguise their tax avoidance 
purpose. 

In September 2004, for example, a senior Lehman Brothers Equity 
Finance official took a closer look at the firm’s CFD transactions and 
identified “a number of areas for concern,” including Lehman’s “tax 
exposure”: 

• “The range of clients for whom we are guaranteeing 1 00% 
on long dividends has increased significantly recentlyf.] 

• There would not appear to be any consistent requirements 
around minimum holding periods and churning of 
positions appears to be reasonably frequent. . . . 

• The annualised tax capacity numbers are in excess of circa 
$15mn whereas a previous limit of $10mn was 
recommended for this business. Feel that we need to 
reduce exposures selectively and certainly cap the tax 
exposure.” 97 


94 Bloomberg message between Pat Hess, University Capital Strategies Group, and Anthony 
Demonte, Lehman Brothers (Mar. 28, 2005), Bates No. LBHIPSI001 09857. 

95 id. 

96 Email from Steve Trommer, Lehman Brothers, to Alan Pace and Patrick Ryan, Lehman 
Brothers, Swaps for Angelo Gordon (May 6, 2002), Bates No. LBHIPSI00020695-96 (original 
email). 

97 Email from Ian Maynard, Lehman Brothers, to multiple Lehman colleagues, LBSF Capacity 
Using CFDs (Sept. 21, 2004), Bates No. LBHIPSI00018414-16. 
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A few days later, the Equity Finance official made a number of 
recommendations to address the identified tax risks. His 
recommendations included the following: 

• “Set a maximum capacity limit within which we as a 
business will operate. This capacity limit will reflect a 
maximum WHT [withholding tax] at risk number (the 
30% number as the counterparties are largely offshore 
entities) and will cover both CFD, LPS and single stock 
swap product. My initial suggestion for Risk Capacity 
threshold is $20mn. Given the fact that we are nearing this 
limit it will not leave us with significant room for 
expansion. 

• ... [M]inimum holding periods of stock to avoid excessive 
churning of stocks over dividend.” 98 

Shortly afterwards, Lehman revised its guidelines for dividend 
enhancement transactions to stress features that would make it hard to 
depict them as designed to dodge dividend taxes. A senior vice 
president in the Equity Finance Group (“EFG”) with tax expertise 
summarized the new guidelines for a colleague in an email: 

“To summarize our discussion earlier today. 

“First, there is no ‘silver bullet’ with respect to these issues 
but rather relative risks that should be priced accordingly. For 
lack of clarity, similar issues are present whether the 
transaction is effected as a swap, future, securities loan, or 
CFD. The guidelines below apply to CFDs, Swaps, and 
Securities Loans unless otherwise noted: 

“1 . The longer the better-3 to 6 months are the shortest 
duration we should consider. One year or greater swaps are 
preferred. CFDs are perps so this is not an issue. Longer 
term swaps or perps which are habitually terminated 
prematurely are suspect. Shorter term security loans are 
acceptable since this is market practice. 


98 Email from Ian Maynard, Lehman Brothers, to Jeffrey S. Dorman, Lehman Brothers, and 
Richard Story, Lehman Brothers, RE: LBSF Capacity Using CFDs (Sept. 23, 2004), Bates No. 
LB HIPSI0001 7487-89. When asked about his concerns and recommendations as expressed in 
his September emails, Mr. Maynard told the Subcommittee that after conducting a more detailed 
review of the CFD and other transactions at issue, he believes the comments he made in 2004 
were incorrect. Subcommittee interview of Ian Maynard, Lehman Brothers (Apr. 3, 2008 and 
Aug. 20, 2008). 
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“2. Swaps-single equity swaps should be avoided. Baskets 
should generally exceed 20 referenced assets. Swaps that are 
liked to distribution transactions can have 1 0 referenced 
assets. Risk will be further reduced by including referenced 
assets that: i. do not pay dividends, ii. are issued by non-US 
corps, or iii. pay low dividend yields. For this reason, all 
other things remaining constant. Swaps are lower risk than 
CFDs. 

“3. General background-offered transaction should be 
viewed in light of existing customer background including i. 
current notional balances, ii. trading patterns, iii. composition 
of referenced assets, iv. ex-dates, etc. 

“4. All transactions have residual risk which should be 
priced accordingly. By definition, 100% dividend equivalent 
payments under price the inherent risk. 

“5. The lowest risk transaction is the distribution business. 
Specifically. In this transaction LBIE borrows or buys vs. 
swap from an 85% country and loans or sells vs. swap to an 
85% country.” 99 

This same EFG vice president also had concerns about the stock 
lending transactions Lehman was implementing from Hong Kong via the 
Cayman Islands. In 2003, he explained to the head of Equity Finance 
for Europe why certain features of the Cayman Trades were necessary to 
reduce tax risk. For example, in response to a question about whether it 
was necessary to use a person from the Hong Kong office, as opposed to 
an office in another jurisdiction with the same tax rate (such as 
Luxembourg), he answered: 

“The reason for the bodies is to thwart any argument that these 
entities are non-substantive shells. If a tax authority successfully 
argued this withholding and other taxes could be due. . . . Cayco is 
a division of Hong Kong for US tax (check the box) which is why 
the body can work in Hong Kong or Cayman.” 100 

When asked whether the Lehman employee had to be physically 
present in Hong Kong, he explained: “Maximum reduction in US tax 
risk if resident in Hong Kong. Moreover, if person stayed in Japan HK 


"Email from Bruce Brier, Lehman Brothers, to Alan Pace, and others, Lehman Brothers, Yield 
Enhancement Guidelines (Nov. 19, 2004), Bates No. LBHIPSI0001 7490-91. 

100 Email from Bruce Brier, Lehman Brothers, to Richard Story, Lehman Brothers, RE: US 
Cayman 70% Trade (May 25, 2005), Bates No. LBHIPSI00 149673 -76. 
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entity could be considered to have a Japanese branch.” 101 He also 
explained Lehman’s tax risk was reduced by a plan to trade baskets of 
securities rather than a single type of security, and to include an 
additional swap in the transaction: 

“The safeguard issue is as follows: IRS is [sic] could argue 
US withholding tax is due either on the in lieu made by 
Cayco or the swap payment made by LBSF. This safeguard 
applies to the swap payment. While the general rule is no 
withholding on swaps the IRS could argue that LBSF is a 
agent for Cayco and the dividends collected by LBSF are 
really for Cayco’s. (i.e., the swap payment was in fact a 
dividend payment). One existing safeguard is the use of 
baskets instead of swaps. In addition to the basket safeguard I 
proposed having LBSF sell and swap back so that LBSF 
receives swap payments instead of actual dividends. If the 
IRS used the agent argument there would be no withholding 
since Cayco could receive swap payments directly. 

Unfortunately we have some regulatory issues here I am 
analyzing.” 102 

In early 2005, the same EFG vice president explained why the 
second version of the Cayman trade, with more third parties involved in 
the transaction, reduced Lehman’s tax risk: 

“It is not the Cayman borrow which makes this the best trade 
for Lehman risk adjusted it is what Cayman or LB IE does 
with the shares. That is to say the transfer to an unrelated 
offshore broker dealer substantially reduces the US 
withholding tax risk. This process, for lack of a better name, 
is called ‘distribution.’” 103 

This EFG vice president also expressed concerns about Lehman’s 
single equity swaps, which were finally halted in 2004. He later 
explained some of the tax risks: 

“While single equity swaps do occur in the market most US 
tax lawyers would say such swaps warrant elevated attention 
for a few reasons. First, the relevant regulations do not 
comport particularly well with the single equity model. 

Second, many finance and legal professionals in the industry 

102 Id. 

103 Email from Bruce Brier, Lehman Brothers, to Kevin Harrison, Lehman Brothers, RE: 
Conclusion of US div meeting (Jan. 25, 2005), Bates No. LBHIPSI00I75I06-07 (top email). 
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believe a single equity swap can be equated to a securities 
loan. If this were the case, US withholding would likely be 
imposed on swap payments made from LBIE to hedge 
funds” 104 

In addition to advising on the structures of the dividend 
enhancement transactions to minimize their tax risk, the EFG vice 
president cautioned colleagues against leaving a paper trail related to the 
nature and purpose of the transactions being designed and implemented. 
For example, when discussing the diagram of a Cayco trade sent to him 
by a colleague, the attorney wrote back: “Personally, I would not 
prepare anything and leave a trail.” 105 

Risk Limits. In January 2005, Lehman Brothers reorganized its 
operations and created a Capital Markets Prime Services group, which 
included the Equity Finance Group. Upon assuming control of the 
group, the Capital Markets group head initiated a review of the group’s 
services and activities. As part of this review, Lehman’s Equities 
Finance Group prepared a presentation entitled, “EFG US Dividend 
Exposures.” 106 One chart in the presentation describing Lehman’s 
“Yield Enhancement US Business” lists “Risk of Re-categorization” as 
one factor to consider, apparently referring to the risk that a tax authority 
could recategorize Lehman’s swaps as transactions in which the 
dividend tax should have been withheld and remitted to the IRS. 107 

As a result of the review, Lehman decided to limit the use of its 
CFD swaps to non-U.S. clients and non-U.S. securities; limit the new 
single equity swap to portfolios of no more than 20 securities; and limit 
the LPS to baskets of 20 or more stocks, 108 changes apparently intended 
to reduce the likelihood that the transactions would be noticed and 
challenged by the authorities. 

Because of its recognition of the tax risks associated with its 
dividend enhancement transactions, Lehman also developed and applied 
overall monetary risk limits on those trades. These limits imposed a cap 

104 Email from Bruce Brier, Lehman Brothers, to Richard Story, Lehman Brothers, and Peter 
Sugarman, Lehman Brothers, RE: US Total Return Equity Swaps for Fortress Off-Shore Fund 
(Jan, 21, 2005), Bates No. LBHIPSI00001474-76 (top email). 

105 Email from Bruce Brier, Lehman Brothers, to John Camero, Lehman Brothers , RE: Cayco 
(Apr. 7, 2004), Bates No. LBHIPSI00040003-04 (top email). 

106 Lehman Brothers presentation, “EFG US Dividend Exposures” (Feb. 2005), Bates No. 
LBHIPSI00002533-40. 

507 Id. at 2538, chart entitled, “Yield Enhancement US Business.” 

l08 Email from Melanie Nunn, Lehman Brothers, to multiple Lehman Brothers colleagues, Urgent 
- Agenda - Synthetics Meeting Today (May 17, 2005), Bates No. LBHIPSI00012121. 
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on the financial exposure that could be incurred by Lehman from 
transactions in which dividend amounts were paid and passed onto a 
client, but no tax was withheld or remitted to the IRS. The purpose was 
to limit the amount of unpaid dividend taxes that Lehman might be held 
liable for, as a withholding agent, if the IRS were to invalidate or 
recategorize its transactions. For example, Lehman set a $10 million 
limit on its CFD transaction for 2004, only to discover later that its 
transactions had exceeded this limit by $5 million, for a total tax 
exposure of $15 million. 109 Lehman set separate limits on its stock loan 
transactions, and as the transactions became more popular with 
Lehman’s clients, adjusted those limits upward. For example, Lehman 
established a $25 million limit on its Cayco trades in 2003, but doubled 
that limit the next year to $50 million. 110 

Lehman clients also sought to limit their financial exposure by 
obtaining tax indemnification agreements from Lehman to protect 
themselves against the imposition of any tax liability associated with 
Lehman’s Cayman stock lending transactions. Lehman agreed to sign a 
number of indemnity agreements with such clients as Citigroup, 
Goldman Sachs Europe, JPMorgan Chase, and the Royal Trust 
Corporation of Canada. 1 1 1 

These and other documents make it clear that Lehman, as well as 
its clients, viewed its dividend-related transactions as exposing the firm 
to possible tax liability. Lehman nevertheless continued to engage in 
these transactions. 

Lost Tax Revenues. The dividend enhancement swap and stock 
loan transactions implemented by Lehman proved to be very lucrative 
for its clients, and quite costly for the U.S. Government. While 
complete data is not available, documents produced to the Subcommittee 
help illustrate the size of the problem. 

In February 2005, as part of an internal review of Lehman 
“dividend enhancement” products, Lehman’s Equities Finance Group 
prepared a presentation entitled, “EFG US Dividend Exposures.” 112 One 


109 Email from Ian Maynard, Lehman Brothers, to Jeffrey S. Dorman, Lehman Brothers, and 
Richard Story, Lehman Brothers (Sept. 21, 2004), Bates No. LBHIPS 1000 18414-16. 

5 50 Lehman Brothers, “Equity Finance Yield Enhancement,” (undated), Bates No. 
LBHIPSI00174963-69. 

111 Subcommittee interview of Lehman Brothers representative (Sept. 8, 2008); see also, e.g., US 
Equity Lending Annex between Goldman Sachs Europe and Lehman Brothers Equity Finance 
(Cayman) Ltd. (Oct. 15, 2003), Bates No. GS-PSI-00427-28. 

112 Lehman Brothers presentation, “EFG US Dividend Exposures” (Feb. 2005), Bates No. 
LBHIPS100002533-40. 
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chart, entitled “2004 Exposures,” listed Lehman’s five types of 
dividend-related transactions (single stock swap, LPS, CFD, Cayco I and 
Cayco II) and, for each, estimated the total amount of dividend payments 
that had been passed through to clients and the total amount of 
withholding tax that had not been paid, using a 30% tax rate. 11 ’ The 
Lehman chart estimates that the single stock swaps generated $1 million 
in unpaid dividend taxes; the CFD swaps generated $24 million; the LPS 
swaps generated $15 million; and the Cayco I stock loan transactions 
generated $30 million. The Lehman chart indicates that no withholding 
risk was associated with the Cayco II transactions so that there were no 
unpaid taxes to report. However, the chart also estimates that Lehman 
forwarded $ 1 50 million in dividends to clients that year through the 
Cayco II transactions, which at a 30% rate means that they generated 
estimated unpaid dividend taxes totaling $45 million. Altogether then, 
for the single year of 2004, with respect to the five types of Lehman 
transactions analyzed in the chart, the amount of dividend taxes that 
were not withheld and paid to the U.S. Government totaled $115 
million. 

Another, more narrow analysis conducted by Lehman Brothers for 
the years 2004-2005, performed at the request of the IRS, identified a 
smaller subset of transactions using Lehman’s SES, LPS, or CFD swaps, 
or its Cayman stock loans. 1 14 The transactions included in this analysis 
were restricted to those that met the following criteria: 

1. A Lehman entity acquired a U.S. dividend paying stock directly 
or indirectly from a foreign counterparty, with settlement 
occurring between seven days prior to the dividend declaration 
date and the record date. 

2. Lehman held the stock over the dividend record date and, after 
the record date, directly or indirectly sold the U.S. equity back 
to the foreign party. 

Lehman calculated that, with respect to these specific dividend 
enhancement transactions, it had paid a total of about $35 million in 
dividend-based payments to clients and failed to withhold and remit to 
the IRS at least $10 million in dividend withholding taxes. 


113 Id. at 2535, chart entitled, “2004 Exposures.” When asked about this chart, Lehman indicated 
that the figures were not based on specific data but consisted of general estimates that could 
include some transactions that did not involve dividends and could have omitted some 
transactions that should have been included. 

114 Leman Brothers, Information Document Request Response to IDR IE-52 (Oct. 17, 2007), 
Bates No. LBHIPSI00021476-78. 
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Whether Lehman's tax exposure in 2004 was S10 million, as 
calculated in response to an IRS request, or SI 1 5 million, as estimated in 
its own internal analysis, it is clear that Lehman knew its dividend 
enhancement swap and stock loan products were built around enabling 
its clients to dodge U.S. dividend taxes. 

B. Morgan Stanley Case History 

1. Background 

Morgan Stanley is an international financial services firm, with 
600 offices across 33 countries, headquarters in New York City, and 
international centers in London, Tokyo, and Hong Kong. 1,5 The 
company took its current form in 1997 following a merger with Dean 
Witter and employs about 50,000 employees worldwide. 1 16 It is 
organized into three business segments, Asset Management, Institutional 
Securities, and Global Wealth Management. 1 17 It conducts its securities 
transactions primarily through wholly-owned subsidiaries that include 
Morgan Stanley & Co. Incorporated (MS&Co), a registered U.S. broker- 
dealer. 118 Through its Institutional Securities segment, Morgan Stanley 
provides prime brokerage services for offshore hedge funds and other 
offshore financial institutions. 119 For fiscal year 2007, it reported assets 
of nearly S270 billion, and net income of $3.2 billion. 120 The current 
Chief Executive Officer and Chairman of the Board of Directors is John 
J. Mack. 121 

2. Dividend Tax Abusive Transactions 

From at least 1999 until the present, Morgan Stanley has 
developed, marketed, and implemented a variety of transactions, using 
swaps, stock loans, and equity linked certificates, aimed at enabling its 
non-U.S. clients to dodge U.S. dividend taxes. In September 2005, a 
Morgan Stanley internal presentation on its “U.S. Equity Swaps Flow 
Business,” estimated that 34%, or a third, of its revenue came from 


15 See http://www.morganstanley.com/about/company/index.html. 

5 16 Morgan Stanley, Annual Report on Form 10-K for the Fiscal Year Ended Nov. 30, 2007 at 1 
(2008). 

117 Id. at 2. 

118 Id. at 2 and 9. 

1 19 See id. at 4. 

120 Id. at S-l and S-2. 

121 Id, at 12, 
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dividend enhancement transactions. 122 That presentation also indicated 
that “Dividend Enhancement” swaps alone had brought in over $25 
million in revenue for Morgan Stanley in 2004, and would bring in an 
estimated $40 million in 2005. 123 

Tax-Driven Transactions. In 1999, an investment advisor to 
offshore hedge funds prepared an internal memorandum noting: 

“Morgan Stanley has approached us about entering into stock loan 
agreements that would minimize the adverse effects of U.S. 
withholding.” 124 In 2001, a Morgan Stanley employee sent a group of 
colleagues an email entitled, “Trading Idea: Dividend Yield 
Enhancement Swap for US Stock.” 123 It stated: “Non-US investors 
(resident in Hong Kong, Taiwan, Singapore, Cayman Islands, Jersey 
etc.) typically suffer withholding tax on US dividends, ranging from 15- 
30%, ” and that “[i]nstead of buying/holding the stock directly, clients 
can enter into a Total Return Equity Swap with Morgan Stanley and 
achieve yield enhancement.” 126 These and other document suggest that, 
from their inception, Morgan Stanley’s swap and stock loan “dividend 
yield enhancement” products were aimed at enabling non-U. S. clients to 
dodge U.S. dividend taxes. 

These transactions continued over the following years. Documents 
supplied to the Subcommittee by Citigroup, for example, in connection 
with its decision, described below, to reimburse the IRS for unpaid 
dividend taxes on certain stock swap transactions, identified swap 
transactions between Citigroup and Morgan Stanley over a three-year 
period, from 2003 to 2005, involving nearly $16 million in dividend 
payments and $2.3 million in unpaid dividend taxes. 127 These figures 
related to Morgan Stanley’s dividend-related swaps with just one 
counterparty. 

122 Morgan Stanley Presentation to Global Financing Products Group[:j “U.S. Equity Swaps 
Flow Business” (Sept. 6, 2005), Bates No. MS-PSI 021298, at 3. 

123 Id. at 5. When asked about the basis for these figures, Morgan Stanley told the Subcommittee 
that the presentation had been compiled by the head of its U.S. swap trading desk using a “back 
of the envelope” analysis provided by its equity swaps head about why clients had entered into 
certain swap transactions. Subcommittee staff interview of Alan Thomas, Morgan Stanley (July 
2, 2008). 

124 Maverick memorandum. Dividend Enhancement Transactions, marked “Draft - As of 
4/26/99,” prepared by Keith Hennington (Apr. 22, 1999), Bates No. MAV0001 082-83, at 1082. 

125 Email from Tommie Fang, Morgan Stanley, to numerous Morgan Stanley distribution lists 
and employees, Trading Idea: Dividend Yield Enhancement Swap for US Stock (June 14, 2001), 
Bates No. MS-PSI* 020758-60 (original email). 

526 Id. 

127 Citigroup untitled chart prepared for the IRS listing swap transactions from 2003 to 2005 
(undated), Bates No. CITI_PSIWHTAX001460. See also discussion of Citigroup case history. 
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In December 2005, an offshore hedge fund emailed Morgan 
Stanley’s Institutional Equities Division stating that its “Global 
Financials team are thinking of purchasing] a US name which pays a 
special dividend of $6 and were wondering if they could potentially 
swap it out to get a div [dividend] enhancement.” 128 The subject line of 
the email was “Possible Div Enhance Trade.” 129 Morgan Stanley’s 
Institutional Equities Division responded that it was willing to do the 
swap and re-sell the stock to the hedge fund after the dividend was paid. 
Its email stated that the hedge fund could “[o]pen position] by trading 
straight into swap[.] After the div [dividend] ... [Morgan Stanley] can 
cross the stock to the client[’]s [prime brokerage] acc[ount] if they do 
not want to close out [their position.]” 130 

2004 Microsoft Dividend. Morgan Stanley’s knowing 
participation in the development, marketing, and implementation of 
transactions to facilitate nonpayment of U.S. dividend taxes by offshore 
clients is also illustrated by its response to the Microsoft special 
dividend. On July 20, 2004, Microsoft Corporation announced a $3 
special dividend to be paid on December 2, using a record date of 
November 17. 131 The day after the announcement, the head of Morgan 
Stanley’s trading desk for equity swaps emailed his colleagues urging 
them to develop dividend enhancement swaps for the Microsoft 
dividend. In a “WHY” section, he explained: “Morgan Stanley can 
enhance the dividend payout [to offshore hedge funds] from 70% to 
100% through a total return equity swap.” He wrote: “This is a great 
opportunity to highlight an application that is relevant to all dividend- 
paying securities (not just MSFT).” 132 He noted that, due to U.S. 
dividend taxes, the “bottom line” was that “[t]he incremental cost of 
having a swap versus owning MSFT is either zero or minimal depending 
on the client's situation.” 133 

!28 Email from Justine Ayling, Landsdowne Partners Limited, to Declan Ryan, Morgan Stanley, 
Possible Div Enhance Trade (Dec. 14, 2005), Bates No. MS-PSI* 020744-46 (original email). 

129 Id. 

130 Email from Chirag Patel, Morgan Stanley, to the swap distribution list, copying the 
“fpgswap” distribution list, Morgan Stanley, RE: Possible Div Enhance Trade (Dec. 14, 2005), 
Bates No. MS-PSI* 020744-46 (second email from top). While this email clearly shows Morgan 
Stanley’s knowledge of its client’s motivation for utilizing a swap transaction, Morgan Stanley 
and the client did not cross shares on either end of the transaction they entered into. 

13! Microsoft Corp., “Microsoft Outlines Quarterly Dividend, Four-Year Stock Buyback Plan, 
And Special Dividend to Shareholders,” (July 20, 2004), available at 
http://www.microsoft.com/presspass/press/2004/jul04/07-20boardPR.mspx. 

132 Email from Alan Thomas, Morgan Stanley, to multiple Morgan Stanley distribution lists and 
individuals, MSFT Total Return Swaps - FOR INTERNAL DISTRIBUTION (July 21, 2004), 
Bates No. MS-PSI 000798-800. 

133 Id. 
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The head of Morgan Stanley’s equity swaps group urged early 
action on the swaps, because while the record date for the Microsoft 
dividend was November 17, transactions involving Microsoft stock had 
to be completed by November 12, to ensure that each transaction cleared 
the standard three business day settlement period for the purchase or sale 
of securities. 134 The following day, a senior member of Morgan 
Stanley’s equity trading division sent an email entitled, “MSFT div 
timing,” urging even quicker action due to tax considerations: 

“Please note: 

“This trade is more urgent than people are assuming. It 
should be traded NOW. Here's why: 

“Although the special is slated for November, we do NOT 
want to put on trades close to record date. Tax risk increases 
dramatically. 

“The trade should be put on well in advance of the record 
date. 

“There is also a regular dividend in August, which presents a 
perfect opportunity to get positioned in advance of the 
special. 

“Furthermore, we don't want to trade on top of that record 
date, either. 

“Bottom line, this is CURRENT BUSINESS, over the next 2- 
3 weeks. Please do not let clients become complacent. 

. . . We have first mover advantage and need to close.” 135 

This email shows that Morgan Stanley was aware of the “tax risk” 
associated with its dividend-related transactions, and sought to 
avoid that tax risk by arranging swap trades that were not closely 
associated in time with the November record date for Microsoft’s 
special dividend or its regular dividend payment date in August. 

By changing the timing, so that the swaps were not near in time to 
the dividend distributions, the Morgan Stanley employee 
apparently thought the firm could disguise the tax-driven nature of 
the swaps. 


134 See id. 

135 Email from Jeffrey Penney, Morgan Stanley, to multiple Morgan Stanley distribution lists and 
individuals, MSFT div timing (July 22, 2004), Bates No. MS-PSI* 020727. 
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On July 26, 2004, six days after the Microsoft announcement, 
Morgan Stanley circulated a document internally identifying “2 different 
trades that will allow a client to enhance the yield of their [Microsoft 
dividend] to 2 different levels depending on their sophistication/risk 
appetite.” 136 Both trades were flexibly designed to incorporate a variety 
of financial instruments such as swaps, certificates, single stock futures, 
and options. 137 

The first transaction, deemed the “US Trade,” allegedly provided 
Morgan Stanley clients with 100% of the Microsoft dividend, but cost 
between 20 and 50 basis points for financing and a $0.05 commission, 
which was characterized as “negotiable.” 138 The document estimated 
that the two costs “will normally amount to about 5% of dividend,” so 
the client would end up with 95% of the dividend amount. 139 The U.S. 
Trade transaction was described as follows: “Client Sells shares to 
Morgan Stanley. Morgan Stanley sells a derivative to the client. 
Enhancement is passed back through the derivative. In order to receive 
100% of dividend, on unwind, Morgan Stanley must sell stock back to 
market (not the client) and close out the derivative.” 140 

The second Morgan Stanley transaction, called the “European 
Trade,” allegedly provided clients in a 70% jurisdiction, such as the 
Cayman Islands or Jersey, with 89% of the dividend amount, while 
clients in an 85% jurisdiction, such as the United Kingdom, were told 
they could obtain 92% of the dividend amount. The European Trade 
transaction was described as follows: “Client sells shares (through a 
broker) to Morgan Stanley. Morgan Stanley sells a derivative to the 
client. Enhancement is passed back through the derivative. On unwind 
the reverse occurs. Alternatively, the shares are simply lent to Morgan 
Stanley.” 141 

The transactions designed by Morgan Stanley had no purpose other 
than to enable clients to dodge the U.S. taxes that would otherwise be 
withheld from the Microsoft dividend. Morgan Stanley actively pushed 
the transactions, reminding one offshore hedge fund, for example, about 
the need to execute a swap related to Microsoft stock: “Still plenty of 

136 Morgan Stanley presentation, “Microsoft Yield Enhancement” at 2 (July 26, 2004), Bates No. 
MS-PS1 020293-96. 

137 See id. at 3 and 4. 

138 See id. at 3. 

139 Id. 

140 Id. (emphasis omitted). 

141 Id. at 4. Morgan Stanley ultimately did not offer the “European Trade.” 
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time, but I believe you had wanted me to contact you regarding MSFT 
div enhancement this week. We are ready when you are.” 142 The hedge 
fund responded: “Yes ... assuming we are in the swap for 30+ days 
prior to record date, I assume we could unwind the swap at any time 
subsequent to record date, correct?” 143 As indicated earlier, these swaps 
contributed to the $25 million in revenues that Morgan Stanley reported 
receiving from dividend enhancement swaps in 2004. 

Equity Linked Certificates. In addition to equity swaps, Morgan 
Stanley marketed and employed another financial instrument - an equity 
linked certificate - to assist clients in avoiding the withholding tax on 
the 2004 Microsoft dividend. 

An equity linked certificate is a security which references one or 
more stocks as the source for determining the certificate’s value. The 
buyer typically purchases the certificate, whose price is determined in 
relation to one or more specified stocks on a specified date. In the 
Morgan Stanley certificates, buyers also received payments equal to any 
dividends paid on the referenced stock during the term of the certificate. 
Morgan Stanley also allowed the buyers to redeem the value of the 
certificate at or before its maturity date. 

In early November 2004, Morgan Stanley’s Jersey and Netherland 
subsidiaries issued 30 million certificates linked to Microsoft stock. The 
Jersey subsidiary issued 1 million certificates, while the Netherlands 
subsidiary issued 29 million. Morgan Stanley told the Subcommittee 
that its Microsoft certificate represented one of the two times when it has 
issued a certificate based upon a single U.S. stock. The certificate’s 
maturity date was October 15, 2005, but purchasers were allowed to 
redeem the certificates before then. The payment at the maturity date 
consisted of three parts: the closing price of one share of Microsoft; the 
“Net Yield” which equaled 85% of the dividends paid on one share of 
Microsoft over the term of the certificate; and the “Outperformance” 
which equaled 6.99% of the dividends. Apparently, the 
“Outperformance” reflected the amount of “dividend enhancement” 
recovered through the transaction, and resulted in the purchasers 
receiving about 92% of the dividend amount. 

Morgan Stanley’s UK broker-dealer helped buy and sell the 
certificates, many of which were cashed in before the maturity date. 
About 12.4 million shares were sold out of the Netherlands and about 


142 Email from Alan Thomas, Morgan Stanley, to Steve Maresco, Eminence Capital, MSFT (Oct. 
8, 2004), Bates No. MS-PSI 001402 (original email). 

143 Email from Steve Maresco, Eminence Capital, to Alan Thomas, Morgan Stanley, RE: MSFT 
(Oct 8, 2004), Bates No. MS-PSI 001402 (top email). 
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5 1 3,000 were sold out of Jersey. According to Morgan Stanley 
representatives, many of the purchasers of the certificates sold physical 
shares of Microsoft stock and used the funds to purchase the certificates. 
It calculated that, in all but one instance, the amount of Microsoft shares 
bought or sold by Morgan Stanley on behalf of the certificate purchasers 
was equal to the number of certificates purchased. To hedge its own 
exposure to the certificates, Morgan Stanley decided not to acquire any 
Microsoft stock, but to use derivative transactions, apparently to ensure 
that the transactions would not be characterized and taxed as a stock 
repurchase or stock loan transaction. 

The fact that most of the purchasers of the certificates switched 
from physical shares to Microsoft certificates, however, and held on to 
the certificates for only a short time surrounding the dividend payment 
period, strongly suggests that they were purchasing the certificates to 
escape payment of the withholding tax that would have applied to their 
physical shares. 

Abusive Stock Loans. In addition to swaps and the Microsoft 
equity linked certificates, Morgan Stanley has used stock loan 
transactions since at least 1999, to enable its clients to dodge U.S. 
dividend taxes. These abusive stock loan transactions were conducted 
using a Cayman Islands “branch,” MSDW Equity Finance Services I 
(Cayman) Limited, commonly referred to as “MS Cayman” or 
“Cayco.” 144 Cayco, which is still in existence today, has no full time 
employees or any employees in the Cayman Islands at all. 145 As 
explained in its “Outline operating procedures,” “Cayco is a thinly 
capitalised company and cannot absorb losses.” 146 Further, “Cayco 
should never hold long stock positions” overnight. Yet, this entity 
borrowed enough securities to pay out over $1.1 billion in net dividends 
to clients between 2000 and 2007. 147 Among the top five clients were 
JPMorgan Chase Bank, which placed orders on behalf of multiple 
persons and received over $121 million in dividend payments; Goldman 
Sachs Europe, which placed orders on behalf of Goldman Sachs US 
Core Equity Portfolio and received over $73 million in dividend 
payments; and Blackrock Investment Management (UK) Ltd. which 


1 11 See Morgan Stanley diagram, “Yield Enhancement Transactions, Stock Loan of Fully Paid 
for U.S Securities By MS Cayman” (undated). Bates No. MS-PSI 020945. 

145 Subcommittee staff interview of Matthew Berke, Morgan Stanley (Aug. 21, 2008). 

146 MSDW Equity Finance Services I (Cayman) Limited (“Cayco”) Outline operating procedures 
(undated), Bates No. MS-PSI 020270. 

147 Morgan Stanley, “MSDW Equity Finance Services I (Cayman) Ltd. - Stock Borrowing 
Transactions (2000-2007),” Bates. No. MS-PSI 019326-34. 
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placed orders on behalf of Merrill Lynch International Investment Funds 
and received $55 million in dividend funds. 148 

Morgan Stanley clearly pitched its Cayman stock loan transactions 
as a way for its clients to dodge U.S. dividend taxes. For example, a 
1999 internal memorandum prepared by the Director of Tax of Maverick 
Capital, an investment advisor for several offshore hedge funds, reports 
the following: 

“Maverick is the advisor for several offshore funds that are having 
taxes withheld on dividends received from United States 
companies. Morgan Stanley has approached us about entering into 
stock loan agreements that would minimize the adverse effects of 
U.S. withholding. . . . Our Cayman Islands funds would enter into 
a stock loan on each U.S. security that is scheduled to pay a 
dividend. We would loan the security to a Cayman Morgan 
Stanley entity. They would pay us an amount equal to 70% of the 
dividend paid on that security (dividend entitlement). They would 
also pay us a stock loan fee equal to 13% of the dividend. . . . The 
end result would be that we would receive 83% of the dividend 
instead of the normal 70%. . . . Morgan is relying on Notice 97-66 
to avoid withholding on the dividend entitlement.” 140 

Maverick’s Tax Director then compared the proposed stock loan 
transaction against the use of swaps to dodge payment of U.S. dividend 
taxes: 


“I will get several quotes on the cost of entering into swaps. I have 
talked to Paine Webber and Deutsche Bank. They are estimating 
that we would receive approximately 93% of dividends after 
expenses of the swap. ... It sounded like the swaps would be 
much more difficult to manage and we would lose some of the 
flexibility we would have with the stock loan transaction. I plan to 
focus on the stock loan transaction unless we feel there is too much 
tax exposure.” 150 

Seven years later, in December 2006, a Maverick document 
discussing “Dividend Enhancement Transactions” and focusing in 
particular on stock loans noted that “Maverick began using the dividend 
enhancement transaction in 1999. During that time. Maverick has done 


148 Letter from Morgan Stanley’s legal counsel (Mar. 14, 2008), at 3. 

149 Maverick memorandum. Dividend Enhancement Transactions, marked “Draft - As of 
4/26/99,” prepared by Keith Hennington (Apr. 22, 1999), Bates No. MAV0001082-83, at 1082. 

150 


Id. at 1083. 
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this transaction with Morgan Stanley, UBS, Lehman, Merrill Lynch, and 
ING.” 151 

In 2004, Morgan Stanley pitched its Cayman stock loan 
transactions to another client by providing “an outline of the key points 
regarding a stock lending transaction as a way to increase the yield” on 
an equity. 152 Morgan Stanley explained that the transaction “would lend 
your shares to Morgan Stanley for a period to be decided (typically a 
month)” and: 

“[a]t maturity of the stock lending period, Morgan Stanley 
would pay you: 1) a manufactured dividend equal to the 
dividends paid outr [sic] during the period net of the 
withholding tax that you normally incur ie 85% of gross 
dividends [and] 2) a stock lending fee equal to 6% of the 
gross dividends paid during the period^]” 1 53 

On still another occasion, a member of Morgan Stanley’s Equity 
Financing Services emailed a colleague in the Institutional Equities 
Division following a discussion of securities lending agreements, 
because a “[c]lient just called looking to trade some US names that are 
nearer record date.” 154 Later in the day, the same Morgan Stanley 
employee emailed six of his colleagues stating that he “would like to 
provide [the client] with some color [because] he’s looking for US 
enhancements on his longs on MO (ex 3/11) and WWVY (ex 3/16).” 155 

Clearly, both Morgan Stanley employees and their clients saw its 
Cayman stock loan transactions as providing a way to dodge U.S. 
dividend taxes. 

Restrictions. Aware of the tax risks associated with its dividend- 
related transactions, Morgan Stanley has taken a number of steps to limit 
its exposure. 

Since at least 1994, for example, Morgan Stanley has not allowed 
its clients to both initiate a swap transaction by selling shares to Morgan 

151 Maverick memorandum, Description of Dividend Enhancement Transactions (Dec. 12, 2006), 
Bates No. MAV0001071-72. 

132 Email from Morgan Stanley to Eiger Capital, Stock Lending (Dec. 13, 2004), Bates No. MS- 
PSI 020249. 

153 Id. 

154 Email from Sean Rivera, Morgan Stanley, to Dennis De Coninck and Eric Groom, copying 
Ross McDougall, all Morgan Stanley, RE: Levin Cayman osla (Mar. 1, 2005), Bates No. MS-PSI 
001478-80 (fifth email). 

155 Email from Sean Rivera, Morgan Stanley, to multiple Morgan Stanley recipients, RE: Levin 
Cayman osla (Mar. 1, 2005), Bates No. MS-PSI 001478-80 (eighth email). 
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Stanley (cross-in) and then repurchase those shares from the firm at the 
conclusion of the swap (cross-out), in an effort to ensure that its swaps 
are not recharacterized as a stock loan or stock repurchase subject to 
dividend taxes. 156 In 2005, Morgan Stanley went further and prohibited 
its swap clients from engaging in either the initial stock sale or the 
subsequent stock purchase with the firm. 157 After this policy was 
adopted, new clients were not allowed to sell their stock to the firm at 
the beginning of a swap, but existing clients were “grandfathered” and 
some were permitted to engage in this practice though 2007. 158 In 
October 2006, Morgan Stanley’s Equity Risk Management group took 
another significant step by deciding to stop offering its Cayman stock 
loan transactions directly to hedge fund clients. 159 Morgan Stanley told 
the Subcommittee that this step was taken due to a concern over its 
ability to maintain adequate control over the business. 160 

These steps suggest that Morgan Stanley has cut back, but has not 
exited the dividend enhancement business. It remains among the largest 
financial institutions in the world, for example, in the stock lending 
business. One of its key activities is to borrow U.S. securities from 
custodian banks and other entities with large supplies of securities in 
30% withholding tax jurisdictions and then lend those securities to other 
non-U.S. financial institutions such as ABN Amro Asian Financial 
Services Limited, Bank of Nova Scotia Asia Limited, Fortis Global 
Arbitrage (Asia) Limited, Flong Kong Shanghai Banking Corporation 
Limited, ING Middenbank Curacao NV, Macquarie Asia Limited, and 
Nomura International (Hong Kong) Limited. 161 By playing this 
intermediary role, Morgan Stanley may not be directly arranging 
dividend enhancement transactions, but it may be a key facilitator of 
dividend tax dodging arranged by its counterparties. 

Lost Tax Revenue. Like Lehman Brothers, Morgan Stanley 
provided the Subcommittee with information indicating that its dividend 
enhancement products led to the loss of significant tax revenues for the 
U.S. Treasury. For example, Morgan Stanley spreadsheets related to its 

156 Subcommittee staff interview, Matthew Berke, Morgan Stanley (Aug. 21, 2008). Morgan 
Stanley made an exception to this policy if it was covering a short position. 

157 Subcommittee staff interview of Alan Thomas, Morgan Stanley (July 2, 2008). 

158 Id. 

159 See email from Manish Vekaria, Morgan Stanley, to multiple Morgan Stanley distribution 
lists and employees, PB and IPB US Borrows (Oct. 25, 2006), Bates No. MS-PSI* 020680 
(original email). 

!6 ° Subcommittee staff interview, Matthew Berke, Morgan Stanley (Aug. 21, 2008). 

161 Morgan Stanley, “MSDW Equity Finance Services I (Cayman) Ltd. - Stock On-Lending 
Transactions (2000-2007),” Bates No. MS-PSI 019335. 
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Cayman stock loan transactions indicate that, over a seven-year period, 
from 2000 to 2007, its Cayman shell corporation paid out substitute 
dividends to clients in excess of $1.1 billion. 162 Using a 30% dividend 
tax rate indicates that those transactions cost the U.S. treasury about 
$300 million in unpaid dividend taxes. 

Morgan Stanley also identified the top five recipients of the $1.1 
billion in substitute dividends paid by its Cayman corporation. The data 
shows that those top five recipients obtained over one-third of the total, 
about $370 million, and escaped paying about $110 million in dividend 
taxes. 163 

In addition to its stock loan transactions, Morgan Stanley enabled 
its clients to dodge U.S. dividend taxes applicable to the 2004 Microsoft 
dividend. As indicated earlier, Morgan Stanley sold about 1 3 million 
Morgan Stanley certificates to clients, provided about $39 million in 
dividend-related payments to the certificate holders, and, assuming 
application of the 30% dividend tax rate, denied the U.S. treasury about 
$12 million in 2004. 

Morgan Stanley also helped its clients dodge U.S. taxes on the 
Microsoft dividend through the use of swaps, as it did with respect to 
many other dividend-paying U.S. securities. Morgan Stanley provided 
spreadsheets on these swap transactions as well. An analysis of the 
transactions identified numerous red flags, but the Subcommittee was 
unable to determine how many had been undertaken for dividend 
enhancement purposes. Even without this swaps data, the evidence 
provided to the Subcommittee indicates that, over the seven-year period, 
from 2000 to 2007, Morgan Stanley’s dividend tax transactions enabled 
its clients to escape U.S. dividend taxes in excess of $300 million. 

C. Deutsche Bank Case History 
1. Background 

Deutsche Bank AG is a large global investment bank with 1,889 
branches in 76 countries, 164 that generated over $9.5 billion in income in 

162 Morgan Stanley, “MSDW Equity Finance Services I (Cayman) Ltd. - Stock Borrowing 
Transactions (2000-2007),” Bates. No. MS-PS1 019326-34. 

163 Letter from Morgan Stanley’s legal counsel (Mar. 14, 2008), at 3. In the same letter, Morgan 
Stanley disclosed that its UK subsidiary, Morgan Stanley & Co. International, which also 
engaged in stock lending transactions, had also paid dividends to clients, and the top five 
recipients over the same seven-year period, 2000-2007, had received in excess of $390 million. 
Applying a 1 5% tax dividend rate indicates that Morgan Stanley enabled those clients to dodge 
payment of nearly $60 million in dividend taxes. Id. 

164 Deutsche Bank AG, Annual Report on Form 20-F/A for the Fiscal Year Ended Dec. 31, 2007 
at 17 (2008). 
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2007 with total assets of nearly $3 trillion. 165 Founded in 1 870, the bank 
employs more than 80,000 people worldwide and operates three major 
divisions: The Corporate and Investment Bank, Private Clients and 
Asset Management, and Corporate Investments. 166 Deutsche Bank 
conducts securities transactions through its Global Prime Broker service 
within its Global Markets Division; U.S. securities transactions are 
conducted primarily by Deutsche Bank Securities Inc., a U.S. securities 
broker-dealer registered with the SEC. 167 The Chairman of Deutsche 
Bank’s Management Board and Group Executive Committee is Dr. Josef 
Ackermann. 168 

2. Dividend Tax Abusive Transactions 

Beginning in the 1 990s and continuing to the present, Deutsche 
Bank has developed, marketed, and implemented a variety of abusive 
dividend tax transactions, utilizing swaps and stock loans, to enable its 
non-U.S. clients to dodge payment of U.S. taxes on U.S. stock 
dividends. Since 2004, it has conducted most of its abusive stock loan 
transactions through a tax haven affiliate, Deutsche Bank Investment 
Limited, located in the Isle of Jersey. In 2007 alone, Deutsche Bank 
Investment Limited engaged in stock lending transactions involving U.S. 
dividend paying securities with a notional value of over $30 billion. 166 

Tax-Driven Transactions. An internal memorandum from 
Deutsche Bank’s tax department estimated that, by 2002, the bank was 
conducting millions of dollars in swap transactions that permitted its 
clients to dodge payment of U.S. dividend taxes. The memorandum 
states: 

“An estimate of average annual notional on U.S. equity swaps for 
all clients for 2001 was $2.8billion, with approximately $2billion 
in notional with foreign persons (non-U.S.). . . . Based on an 
estimated annual dividend yield of 2.6%, U.S. withholding tax at 
the maximum rate of 30% on all manufactured dividends paid 
through swaps to foreign persons for this period, would be 
approximately $12.6 million.” 170 

165 See id. at 17. 

166 Id. at 17 

167 Id. at 52. 

168 Id. at 95. 

169 Letter from counsel to Deutsche Bank to Subcommittee (Mar. 6, 2008). 

170 Deutsche Bank memorandum from Jules Goodman and Adrienne S. Browning of DB 
Americas Tax Department, to Jim Rowen and Julian Sale, Swap Tax Policy (Nov. 12, 2002), 
Bates No. DB-PSI 00000043-46. 
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The purpose of the memorandum appears to have been to allow the 
Deutsche Bank tax department to suggest additional ways for the bank to 
“reduce its US withholding tax risk” by changing its “swap tax 
policy.” 171 The memorandum states: 

“The stated policy of the structured finance business in New York 
is that DB [Deutsche Bank] will not execute swaps around 
dividend dates. The policy has been to require clients to hold swap 
positions for a minimum of 30 days. We cannot force clients to 
maintain the positions for this period, but strongly discourage early 
terminations. ... 

“The DB Americas Tax Department would like the structured 
finance business to continue to reduce its US withholding tax risk 
by increasing, as quickly and to the extent possible, the percentage 
of market executions around swap trading in US equities with 
foreign clients. In this regard, it is preferable to execute trades in 
the market both in and out of the swap. . . . 

“The policy of trading for a minimum term should be modified to 
require a 45-day minimum term, increased from 30 days. The 45 
day term, while not mandated by any statute or regulation relating 
to swaps, conforms to the period of time the IRS believes is 
necessary to hold foreign stock for foreign tax credit capture, and 
may provide an analogy for this business as well.” 172 

The memorandum shows Deutsche Bank tax lawyers suggesting two 
strategies to reduce the bank’s “US withholding tax risk:” imposing 
longer minimum time frames for U.S. equity swaps, and instituting a 
general practice of trading related U.S. stock in the market place rather 
than allowing a client to sell the stock to or buy it back from the bank 
itself. 


Deutsche Bank eventually adopted these recommendations only in 
part. By 2008, for example, its policy was still to “require” a 30-day 
minimum term, but “encourage” a 45-day holding period. 173 At the 
same time, it authorized the head of its synthetic trading desk to permit 
swap terminations prior to the 30-day “minimum,” if related to a 
“market event.” 174 Deutsche Bank also expressly prohibited swap 

transactions within seven days of an ex-dividend date. 1,5 With respect 
__ 

172 Id. 

173 Subcommittee staff interview of Andrea Leung, Deutsche Bank (Feb. 7. 2008). 

174 Id. 

175 Id. 
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to market executions, by 2008, Deutsche Bank permitted swap clients to 
trade their physical shares directly with the bank at only one end of a 
transaction - either at the beginning or the conclusion of the swap. 176 
Deutsche Bank also, however, permitted clients to sell their shares to the 
Bank, enter into a swap transaction using the purchasing price, and then 
exit the swap within a few weeks at an “objective” price, such as the 
“Market on Close” price, which is the price of the stock at the end of the 
trading day. Using Market on Close pricing means that a client is able to 
exit the swap with Deutsche Bank and reacquire shares in the same 
security at the same price from another broker with virtually no market 
risk. These practices suggest that Deutsche Bank remained interested in 
helping its clients regain their stock holdings with little market risk after 
conducting a swap transaction with the bank to avoid paying dividend 
taxes. 


Other documents, including Deutsche Bank emails, show that 
Deutsche Bank personnel were well aware that their swap and stock loan 
transactions were used by clients to dodge U.S. dividend taxes. In 1999, 
for example, an offshore hedge fund employee wrote a memorandum on 
discussions he had held with several financial institutions on “Dividend 
Enhancement Transactions,” and indicated that Deutsche Bank would be 
sending him a price quote on the cost of entering into swaps, and was 
“estimating that we would receive approximately 93% of the dividends 
after expenses of the swap.” 177 In 2004, in an email discussing 
Microsoft’s upcoming special dividend, a Deutsche Bank employee 
wrote: “We are in the process of determining hedge fund demand for 
‘All In’ enhancement to clients. . . . We’ll be hopefully sitting down as a 
group in the next week to outline our plan of action on 70% dividend 
liability underlying.” 178 On another occasion, a 2006 email sent by the 
director of Deutsche Bank’s Global Prime Services group in New York 
to the investment professionals with Goldman Sachs offshore hedge 
funds stated: “Are you all available next Tuesday 2/28 at 1 PM for a 
meeting to discuss securities lending in detail? Specifically: - Yield 
Enhancement. ...” 179 


176 id. 

177 Maverick memorandum, Dividend Enhancement Transactions, marked “Draft- As of 
4/26/99,” prepared by Keith Hennington (Apr. 22, 1999), Bates No. MAV000 1082-83. 

178 Email from Paul Busby, Deutsche Bank, to multiple Deutsche Bank colleagues, Re: 
Extraordinary Dividend Rules and Microsoft One-Time Dividend (Sept. 16, 2004), Bates No. 
DB-PSI 00000084-85. 

179 Email from Scott Carter, Director of Global Prime Services at Deutsche Bank Securities, Inc. 
in New York, to Gary Chropuvka, Arlen Khodadadi, and Karl Wianecki, all of Goldman Sachs 
Asset Management, Meeting with Deutsche Bank (Feb. 23, 2006), Bates No. GS-PSI-05735. 
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A February 2007 communication between two Deutsche Bank 
traders shows how familiar each was with dividend-related transactions. 
One of the traders asked: “[M]ate - can you use NVS US for div 
[dividend]?”; the other responded: “[Y]ep we can use it - do you need 
dates?” 180 A March 2007 discussion between two Deutsche Bank 
traders was even more explicit. 181 The first trader asked: 

“Hi Martin - 1 understand you spoke to Shane last week about 
some US stocks - MO and RAI - related to dividends. . . . [D]o 
you want to trade 1,908,100 shares of MO US and 150,000 shares 
of RAI? We can give you 97.5% of the dividends on those 
names[.]” 

His counterpart then agreed to the trades. Still another email observed: 
“us mkt for div is traded out of London,” referring to Deutsche Bank’s 
London branch. 182 

Jersey Stock Loans. Beginning in 2004, Deutsche Bank 
International Limited (DBIL), located on Jersey in the Channel Islands, 
began arranging offshore stock loan transactions involving U.S. 
dividend-paying stocks. According to an internal Deutsche Bank 
application seeking approval to develop, market, and implement those 
stock loan transactions, 183 DBIL entered the business because Deutsche 
Bank needed to interpose a “non-U.S. treaty entity” in its stock loan 
transactions to avoid dividend withholding and lower its stock loan 
pricing to match its competitors: 

“Broadly speaking, there are substantial US equities held offshore 
which are consistently included in basket pricing (baskets that 
would be borrowed on an exclusive basis for use within the overall 
equities business). We are currently not competitive in that pricing 
as any borrow of those US equities requires a deduction and 
payment of withholding tax on substitute payments equal to 1 5% 
of any dividend. 184 Our competitors do not have to account for this 
tax (given some of their offshore structures) and can therefore offer 
a more aggressive price to lenders. A non-US treaty is attractive as 

180 Bloomberg messages between Ben Davies to Chiraag Shah, both of Deutsche Bank London 
(Feb. 12, 2007), Bates No. DB-PSI 00001470. 

181 Bloomberg messages between Chiraag Shah and Martin Cornell, both of Deutsche Bank 
London (Mar. 12, 2007), Bates No. DB-PSI 00002358. 

182 Email from Simon Pearson to Adrian Todd, both of Deutsche Bank, Re: Travel Dates (Mar. 
12, 2007), Bates No. DB-PSI 00007343. 

183 Deutsche Bank, New Product Application (Mar. 15, 2004), Bates No. DB-PSI 00000047-71. 

183 Deutsche Bank’s London branch is subject to a 15% dividend tax rate because the United 
Kingdom has negotiated a 1 5% dividend tax rate with the United States. 
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the amount of withholding tax required to be deducted is reduced 
to 0% (providing certain criteria are met), therefore allowing us to 
be more competitive with our pricing.” 185 

This document shows that, from its inception, the Jersey stock loans 
were tax-driven transactions. 

The 2004 application, as well as a revised 2005 application, 
include charts and explanations of the stock loan transactions DBIL 
planned to offer. 186 Essentially, DBIL proposed and later carried out 
transactions in which it borrowed a basket of U.S. securities from a non- 
U.S. client, sold that basket to the market, and entered into a derivative 
with Deutsche Bank London’s branch to hedge itself against any market 
risk. 187 The insertion of the Jersey entity into the proposed transactions 
was arranged solely for the purpose of invoking IRS Notice 97-66 and 
enabling Deutsche clients to dodge their U.S. dividend tax obligations. 

In 2008, Deutsche Bank indicated that “approximately 98% of the 
loans transacted through the Deutsche Bank Jersey entity, Deutsche 
Bank Investment [sic] Limited (‘DBIL’), involve U.S. dividend-paying 
securities.” 188 It reported that, in 2007 alone, DBIL engaged in stock 
lending transactions involving U.S. dividend paying securities with a 
notional value of over $30 billion. 189 DBIL’s major clients included 
Pioneer Fund, BGI, Merrill Lynch International Investment Fund, and 
AIG Global Funds, each of whom may have been trading on behalf of 
other non-U.S. stockholders. 190 

Lost Tax Revenues. The documents produced to the 
Subcommittee did not contain data indicating the total volume of 
dividend-related swap transactions engaged in by Deutsche Bank over 
the years or the total amount of dividend taxes that were not paid to the 
U.S. Government as a result of its transactions. The evidence does 
suggest, however, that Deutsche Bank has participated in transactions 
involving tens of millions of dollars in unpaid dividend taxes. In a 
document cited earlier, for example, the Deutsche Bank tax department 


185 Deutsche Bank, New Product Application (Mar. 15, 2004), Bates No. DB-PSI 00000047-71, 
at 52. 

186 Id.; Deutsche Bank, New Product Application (Jan. 27, 2005), Bates No, DB-PSI 00007472- 
78. 

187 See id. 

188 Letter from Deutsche Bank legal counsel to the Subcommittee (Mar. 6, 2008), at 2. 

189 Id. 

190 See Deutsche Bank, DBIL Stock Lending Transaction Information, Bates DB-PSI 00000499; 
Letter from Deutsche Bank legal counsel to Subcommittee (June 12, 2008). 
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estimated that seven years ago, in 2001, Deutsche Bank handled U.S. 
equity swaps with non-U. S. persons that may have generated unpaid 
dividend taxes totaling about $12 million. 191 In documents supplied to 
the Subcommittee by Citigroup in connection with its decision, 
described below, to reimburse the IRS for unpaid dividend taxes on a 
limited number of swap transactions, data shows that Citigroup entered 
into swap transactions with Deutsche Bank, from 2003 to 2005, 
involving over $20 million in dividend related payments and $3.1 
million in unpaid dividend taxes. 19i Those figures cover Deutsche 
Bank’s swaps with just one counterparty. At the least, these documents 
show that Deutsche Bank structured transactions that enabled its clients 
to dodge payment of tens of millions of dollars in U.S. dividend taxes. 

D. UBS Case History 
1. Background 

UBS AG is one of the largest financial institutions in the world, 
with over 2.2 trillion Swiss francs, approximately $2 trillion U.S. 
dollars, in total assets. 199 UBS is headquartered in Switzerland, operates 
in 50 countries 194 with more than 80,000 employees, 195 and maintains a 
large banking and securities presence in the United States. UBS AG is 
the parent company of the UBS Group which is organized into four 
major divisions, the Investment Bank, Global Asset Management, 
Global Wealth Management and Business Banking, and the Corporate 
Center. 196 In 2007, UBS reported a net loss of 5.247 billion Swiss 
francs, or approximately $4.7 billion U.S. dollars. 197 The current UBS 
Chairman of the Board is Marcel Ospel, and its Chief Executive Officer 
is Marcel Rohner. 198 


f9i Bloomberg messages between Chiraag Shah and Martin Cornell, both of Deutsche Bank 
London (Mai. 12, 2007), Bates No. DB-PSI 00002358. 

192 Citigroup untitled chart prepared for the IRS listing swap transactions from 2003 to 2005 
(undated). Bates No. CITIPSIWHTAX00I460. See also discussion of Citigroup case history. 

193 UBS AG, Annual Report on Form 20-F/A for the Fiscal Year Ended Dec. 31, 2007 (2008) at 
41. 

194 Id. at 23. 

195 See id. at 58. 

196 Id. at 10. 

197 Id. at 3. 


Id. at 5. 
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2. Dividend Tax Abusive Transactions 

From at least 2000 until 2007, UBS engaged in abusive dividend 
tax transactions, marketing in particular stock loan transactions that 
utilized a Cayman affiliate. UBS data on its stock loan transactions 
during a four-year period from 2004 to 2007, indicate that UBS enabled 
its clients to dodge payment of U.S. dividend taxes totaling about $62 
million; an eight-year analysis covering 2000 to 2007, conducted by a 
single hedge fund, estimated that UBS had helped it escape payment of 
U.S. dividend taxes totaling about $70 million. In 2007, however, UBS 
made a business decision to stop conducting Cayman stock loan 
transactions and no longer offers these transactions to its clients. 

Tax-Driven Transactions. Like Lehman Brothers, Morgan 
Stanley, and Deutsche Bank, UBS documents make it plain that its 
dividend enhancement transactions were designed to enable its offshore 
hedge fund clients to dodge U.S. taxes on U.S. stock dividends. 

This point was made explicitly, for example, in 2005 marketing 
materials developed for its “Dividend Enhancement” products. Using a 
question and answer format, the UBS document asks: “In general what 
does Dividend enhancement [on long positions] offer me?” 199 UBS then 
responds: 

“A Cayman Islands (or other offshore) domiciled Hedge 
Fund enjoys legal and administrative benefits associated with 
offshore incorporation. However, one downside to being 
domiciled in a jurisdiction that does not have an income tax 
treaty with the United States is that dividends on your US 
equity holdings are subject to a 30% withholding tax, which 
reduces the net yield of such holdings. Dividend 
enhancement provides incremental revenue to significantly 
mitigate this yield loss.” 200 

Another UBS internal document, entitled “Why offer Dividend 
Enhancement?,” presents several reasons for conducting these 
transactions, including using the products to attract and retain hedge 


199 UBS Investment Bank, “Dividend Enhancement on Long Positions” (2005), Bates No. UBS 
000529-30. Note that UBS, like other financial institutions, had an active “dividend 
enhancement” business focusing on short equity positions, in which the financial institution 
would structure a transaction to require an offshore hedge fund to pay less than the 100% of the 
substitute dividend it should pay as the short equity party. The Subcommittee has not focused on 
short enhancements and this Report primarily discusses long equity dividend tax abuse 
transactions. 

200 id. 
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fund clients, outmaneuver competitors, and generate profits. 201 The first 
paragraph in the document states, for example, that offering dividend 
enhancement products “differentiates us from our competitors and 
provides an opportunity for us to speak with Hedge Funds.” 202 The next 
paragraph states: “It’s profitable. Estimated 2005 P&L is $5 million. 
This amount should easily double next year after audited financials 
allow us to gather supply from external lenders.” 20 ’ The next point is: 
“Often, Hedge Fund[s] will move positions in and leave them with us to 
gain the enhancement. This increases balances. Conversely, they will 
move positions to competitors if we can’t offer enhancement.” The 
document concludes: “It wins us new/added business that can generate 
P&L in other firm ‘silos,’” providing four examples of hedge funds 
which, after UBS began “enhancing” their dividends, increased their 
balances with the bank. 204 

UBS plainly pitched its dividend enhancement products to clients 
by citing its potential tax savings, as shown in this marketing effort 
aimed at Maverick Capital, an investment manager for several offshore 
hedge funds: 

“For US securities paying dividends, the IRS requires a 30% 
withholding tax be levied against offshore entities. This means 
that a Cayman entity such as Maverick Fund LDC would only 
receive 70% value on their US dividends. UBS offers a product 
known as “Dividend Enhancement”, whereby Maverick LDC is 
able to realize a greater portion of their dividends, and pay an 
amount less than 1 00% of a dividend, if they are short a security. 

It works on the basis that UBS can get more favorable treatment 
than an offshore entity and thus can put the following arrangement 
in place, whereby UBS passes an enhanced amount back to the 
client.” 205 

On another occasion, UBS sent an email to an offshore hedge fund 
client entitled, “Dividend Enhancement,” which provided, in part, the 
following: 


201 See UBS, “Why offer Dividend Enhancement?” (undated, but likely 2005), Bates No. UBS 
000512. 

202 Id. 

203 Id. 

204 Id. 

205 “Dividend Enhancement” document attached to email sent from Veronica Wilthew, UBS, to 
Michael Madaio and Mark Niesen, both UBS, FW: Dividend Enhancement Flow (Nov. 1, 2004), 
Bates No. UBS 000509-11. 
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“As per our conversation Friday we would like to sign your 
offshore account to a [Global Master Securities Lending 
Agreement] with our UBS Cayman entity so you can benefit from 
our enhanced dividend program. 

“Here is a brief description of how it works. 

“Long Positions 

“Currently you are entitled to 70% of any US dividend in the 
offshore account. With these agreements we would borrow your 
stock and loan it to a third party. By doing this we will be able to 
enhance your divide[n]d (85% on average).” 206 

UBS Cayman Stock Loan Transactions. UBS primarily used 
stock loan transactions, frequently along with an intercompany total 
return swap, to enable its clients to escape U.S. dividend taxes. To 
conduct these transactions, UBS made use of an offshore shell 
corporation in the Cayman Islands, called UBS Cayman Ltd., that “was 
formed in 1999 to facilitate long dividend enhancement for the firm’s 
hedge fund clients.” 207 

UBS Cayman Ltd. apparently had no employees of its own, no 
physical office, and no business operations other than to function as a 
placeholder in various UBS dividend-related transactions. When asked 
by the IRS about this corporation, UBS described it as follows: 

“UBSCL is not licensed, registered or regulated (e.g., by reason of 
capital adequacy requirements) as a broker/dealer or similar entity 
in any jurisdiction, cannot access the capital markets except 
through a broker/dealer, and does not hold itself out as a 
broker/dealer. UBSCL is not, and does not hold itself out as being, 
capable of servicing customers (e.g., it does not possess adequate 
systems or personnel), UBSCL’s counterparties do not view 
themselves as UBSCL’s customers, and UBSCL does not have any 
fiduciary duties to its counterparties. UBSCL does not make 
markets, possess inventory, or have an established place of 
business. UBSCL does not hold itself out as a merchant or as 
willing to enter into either side of securities or derivative 
trades.” 208 

206 Email from Anthony Silvio, UBS, to Catherin Carr, PCM-US, RE: Dividend Enhancement 
(Aug. 30, 2004), Bates No. UBS 000653-54. 

207 UBS Cayman Ltd. Capital Request - Request for Circular GEB Approval (Jan. 23, 2004), 
Bates No. UBS 000521-528. 

208 Technical analysis prepared by UBS’ legal counsel for the IRS (undated). Bates No. UBS 
000471-501, at 4 n.4. 
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Despite being a shell operation, UBS Cayman Ltd. was routinely used 
by UBS in its dividend-related stock loan transactions, most of which 
were “structured for a week or less.” 109 

An internal UBS document explains how its “Dividend 
Enhancement” transactions typically worked. 210 The transaction was 
described as follows: 

“1) UBS Cayman borrows the US stock from [a Cayman 
hedge fund], 

“2) UBS Cayman executes a total return swap with UBS 
AG, whereby Cayman are ‘long’ the returns. 

“3) UBS Cayman sell[s] the stock to UBS AG London in 
order for UBS AG London to hedge the swap. 

“4) UBS AG London creates a long basket trade (in swap 
form), including the security that it received from UBS 
Cayman. 

“5) UBS AG London sellfs] the physical stock to the swap 
counterpart, as the other side of the swap transaction UBS 
AG London then receive returns on the swap, including 
100% of the dividends value (as a part of the swap 
transaction), on the stock received from UBS Cayman. 

“6) UBS AG London returns 90% of the value of the 
dividend to UBS Cayman, this is done by way of a 
commission, to reflect 90% value of such dividend. 

“7) UBS Cayman passes the 90% dividend payment onto 
[the Cayman hedge fund].” 211 

The document also states: “At the expiration of the transaction UBS AG 
London purchases the stock, in the market, in the name of UBS Cayman. 
The stock is then returned to [the Cayman hedge fund], and the 
transaction is closed.” 212 The position of UBS legal counsel is that this 
admittedly “convoluted structure” complies with IRS Notice 97-66, and 


209 id. 

2,0 “Dividend Enhancement” document attached to email sent from Veronica Wilthew, UBS, to 
Michael Madaio and Mark Niesen, both UBS, FW: Dividend Enhancement Flow (Nov. 1, 2004), 
Bates No. UBS 000509-11. 

211 id. 

212 
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enables UBS to omit any tax withholding for the offshore hedge fund 
involved in the transaction. 213 

A 2007 legal opinion prepared for UBS indicates that the bank 
continued to engage in these abusive stock loans until recently. The 
opinion describes a typical UBS Cayman stock loan transaction as 
follows: “UBS Cayman borrows voting shares of publicly-traded U.S. 
corporations from unrelated persons ... or from UBS Zurich, a Swiss 
branch of UBS AG (‘UBS Zurich’), and lends those shares to unrelated 
non-U.S. persons ineligible for the benefits of a tax treaty that reduces 
withholding tax on dividends.” 214 The opinion notes that to carry out 
these transactions, “UBS Cayman conducted] its activities by means of 
employees located in the United States that [we]re also employees of 
UBS Securities LLC.” 215 

In June 2006, the UBS Head of Tax for the Americas made a 
presentation on the Cayman stock loan transactions to the UBS 
management board in Switzerland. 216 The board was asked to approve 
an increase in the stock lending business, but the board decided to hold 
the business at existing level and imposed a $72 million risk limit on the 
Cayman stock loan transactions, meaning that those particular 
transactions could generate no more than $72 million in substitute 
dividend payments. 217 UBS representatives informed the Subcommittee 
that in November 2007, the management board in Switzerland made the 
decision to terminate the Cayman Islands stock lending program. 218 
UBS told the Subcommittee that the program was terminated because it 
was not making money and for policy reasons. UBS informed the 
Subcommittee that today it does not conduct any stock lending 
transactions based upon IRS Notice 97-66. 219 

Lost Tax Revenues. UBS provided the Subcommittee with 
spreadsheets and other documents containing detailed data related to its 
Cayman stock loan transactions over a four-year period, from 2004 to 


213 Id. 

214 Memorandum from Sullivan & Cromwell LLP to UBS, “Withholding Tax On Substitute 
Dividend Payments” (Aug. 17, 2007), Bates No. UBS 000664-68, at 2. 

215 Id. 

216 Subcommittee staff interview with Todd Tuckner, UBS Head of Tax for the Americas (Nov. 
1,2007). 

217 Id. 

218 Subcommittee staff interview with Todd Tuckner, UBS Head of Tax for the Americas (Aug. 
25, 2008). 

219 Id. 
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2007. These spreadsheets show that, in 2004, UBS conducted stock loan 
transactions in which it passed through substitute dividend payments to 
its clients totaling about $42 million which, after application of the 30% 
dividend tax, meant that UBS had helped its clients dodge payment of 
about $12 million in dividend taxes. 220 In 2005, the total amount of 
substitute dividends was about $67 million, and the total amount of 
unpaid dividend taxes was about $20 million. In 2006, the total amount 
of substitute dividend payments was about $71 million, and the unpaid 
dividend taxes about $21 million. In 2007, the year in which the 
program was terminated in November, the total amount of substitute 
dividends was about $26 million, and the unpaid dividend taxes about $8 
million. Altogether then, over the four-year period, UBS passed onto its 
clients substitute dividend payments totaling $206 million and helped 
them skip paying dividend taxes totaling about $62 million. 

The spreadsheets also indicate that UBS’ top clients during this 
four-year period were primarily offshore hedge funds. In 2006 alone, 
for example, Maverick participated in Cayman stock loan transactions 
that generated a total of about $24 million in dividends, and enabled it to 
dodge dividend taxes totaling about $7 million. Highsfield Capital 
participated in Cayman stock loan transactions that generated a total of 
about $17 million in dividends and unpaid dividend taxes of about $5 
million. Jana Master Fund participated in transactions that generated 
about $9 million in dividends and unpaid dividend taxes of about $3 
million. Other clients included S.A.C. Capital Associates, The Canyon 
Value Realization Fund (Cayman) Ltd., Oz Overseas Fund, and Black 
Diamond Offshore Ltd. 

Another analysis, prepared by Maverick Capital, has additional 
information related to UBS and provides another perspective on the tax 
revenues lost as a result of its abusive dividend tax transactions. In this 
analysis, which was prepared for Maverick’s internal use, Maverick 
estimated the “Tax Benefit” from “U.S. Dividend Enhancements” 
conducted over an eight-year period, from 2000 to 2007, for several 
offshore funds that it managed. Using specific data from past dividend 
enhancement transactions involving U.S. securities, Maverick estimated 
that, overall, of the U.S. dividend related payments made to its offshore 
hedge funds, the potential unpaid U.S. dividend taxes totaled about $95 
million. Of that $95 million, the data showed that the bulk of the 


220 The totals provided in this paragraph and the next were derived by the Subcommittee from 
UBS Cayman Substitute Payments spreadsheets, 2004, 2005, 2006, and 2007 (Feb. 28 and Mar, 
17,2008). 
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transactions had been brokered by UBS which had enabled Maverick to 
escape payment of about $70 million.*" 1 

A third analysis, prepared in 2007 by Citigroup in connection with 
its decision to voluntarily pay the IRS $24 million in unpaid dividend 
taxes associated with certain swap transactions (explained further below) 
identifies swaps that Citigroup conducted with UBS over a three-year 
period, from 2003 to 2005. Citigroup determined that these UBS 
brokered transactions had provided it with dividend-based payments 
totaling about $22 million, and allowed it to escape paying dividend 
taxes totaling about $3.4 million.* 22 

Using different years and different counterparties, with some 
overlap, each of these totals, $62 million, $70 million, and $3.4 million, 
helps quantify the dividend taxes that were never withheld or remitted to 
the U.S. treasury due to transactions arranged by UBS. At the least, they 
show that UBS structured transactions that enabled its clients to dodge 
payment of tens of millions of dollars in U.S. dividend taxes. 

E. Merrill Lynch Case History 
I. Background 

Merrill Lynch is a global investment bank with headquarters in 
New York City, 223 offices in more than 40 countries, and over 64,000 
employees worldwide. 224 Through its subsidiaries, Merrill Lynch holds 
nearly $2 trillion in client assets, 225 as well as a 45% share in 
BlackRock, a financial firm with approximately $1.4 trillion in assets 
under management. 220 It conducts much of its trading operations 
through Merrill Lynch, Pierce, Fenner & Smith Incorporated, a 
registered U.S. broker-dealer. Other subsidiaries include ML IBK 
Positions, Inc., through which Merrill Lynch invests in private equity, 
and Merrill Lynch International Bank Limited, which is its primary non- 
U.S. banking entity. In 2007, Merrill reported a loss of $8.6 billion. 2 * 7 


221 Maverick Funds charts entitled, “U.S. Dividend Enhancements” and “Summary of Domestic 
Enhancements (by broker)” (Dec. 31, 2007), Bates No. MAV0000856-57. 

222 Citigroup untitled chart prepared for the IRS listing swap transactions from 2003 to 2005 
(undated). Bates No. CITI_PSIWHTAX001460. See also discussion of Citigroup case history. 

223 http://www.ml.com/media/92209.pdf. 

224 Merrill Lynch & Co Inc., Annual Report on Form 10-K for the Fiscal Year Ended Dec. 28, 
2007 at 19 (2008). 

225 Id. at 20. 

226 Id. 

227 


Id. at 22. 
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John Thain, former head of the New York Stock Exchange, became the 
firm’s Chairman and Chief Executive Officer in December 2007. 228 

2. Dividend Tax Abusive Transactions 

Merrill Lynch developed, marketed, and implemented a variety of 
abusive dividend tax transactions to enable its non-U. S. clients to dodge 
payment of U.S. taxes on U.S. stock dividends. These abusive 
transactions made use of not only swaps and stock loans, but also stock 
options, including coordinated puts and calls. In 2005, under a program 
called Project Gemini, Merrill began conducting abusive stock loan 
transactions using an offshore corporation established for that purpose 
called Merrill Lynch Equity Solutions Jersey (MLESJ). Some of its 
clients, worried about the tax risk involved in these loans, asked Merrill 
to indemnify them against the associated tax liability. In early 2008, 
apparently due to the Subcommittee investigation, Merrill suspended its 
Project Gemini stock loans. 

Tax-Driven Transactions. Merrill documents clearly 
demonstrate that it has developed and marketed its dividend 
enhancement products as a way for its non-U. S. clients to dodge 
payment of U.S. dividend taxes. 

This approach is clearly set out, for example, in 2004 documents 
related to the Microsoft $3 special dividend. On July 21, 2004, the day 
after Microsoft announced the special dividend, the head of Merrill’s 
corporate equity derivatives group in London sent an email to several 
colleagues stating: “Okay, so we always use Microsoft as the ‘no 
dividend’ example in tax scenarios, and now that will have to stop! $32 
billion dollars in dividends is a lot of dividends, and we should discuss 
whether there is value to be had. . . . We will obviously need to discuss 
generally the Firm’s position on [IRS Notice] 97-66 and look at 
derivative solutions.” 229 

An employee in Merrill’s Global Tax group in New York 
responded with several ideas for financial transactions to enable clients 
to dodge payment of U.S. dividend taxes on the Microsoft dividend, 
including transactions involving stock loans, total return swaps, and 
options. He observed: 


228 Id. at 167. 

229 Email from Jacqueline Duval-Major, Merrill Lynch International in London, to Elissa 
Shendalman and Mike Gaffney, both Merrill Lynch Global Tax in New York, Microsoft 
dividend (July 21, 2004), Bates No. ML-PSI-00147049-52 (original email). IRS Notice 97-66 is 
the notice that some financial institutions claim allows certain offshore stock loan transactions to 
eliminate the payment of U.S. dividend taxes, as explained earlier. 
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“We had in place a 97-66 structure out of our SNCFE-Hong Kong 
entity, as it related to our Luxembourg SICAV funds. This 
structure was put on hold because the systems infrastructure 
supporting the trade did not work as anticipated. We also know 
that Morgan Stanley had a 97-66 facility for a couple of years, and 
our 97-66 thing was an internal response to that. ... I also heard 
that the IRS is looking into this issue as part of the single stock 
futures project and there is some concern that whatever rules they 
devise as part of that could adversely impact the 97-66 trades. 
Other thoughts - . . . [tjypical total return swaps or collars to avoid 
[withholding] tax.” 230 

In a second email on the same day, the Global Tax employee wrote: 

“I also just heard that there is extreme interest in foreign holders 
replacing their long physical position with a put/call combo. . . . 
The options exchange is pricing 100% of the dividend into the 
option, so the foreign holders have the incentive to do a 
‘conversion transaction’ whereby they sell their stock to the 
specialist and simultaneously replace it with a put/call synthetic. ... 
[B]y holding options where the strikes automatically drop by 100% 
of the dividend, foreign holders can receive 100% of the dividend 
through the options.” 231 

He also noted the tax risk associated with these transactions: 

“Normally, we are concerned where a customer (i) sells stock to 
ML [Merrill Lynch]; (ii) at the same time faces ML on an OTC 
TRS [over-the-counter total return swap] or forward or put/call 
combo; and (iii) gets the stock back at the end, either via physical 
settlement or a cross out or what have you. I am not that 
concerned where the options are exchange traded because ML is 
technically not the counterpart)' and we could close out our 
position through offset on the exchange while our customer still 
has his options with OCC. However, OTC options don’t have that 
argument available, thus may be a repo [stock repurchase], thus 
there may be withholding tax.” 2 ’ 2 

The head of Merrill’s corporate equity derivatives group responded: 

230 Email from Thomas Vjsone, Merrill Lynch Global Tax in New York, to Jacqueline Duval- 
Major and other Merrill Lynch colleagues in New York, London, and Montreal, RE: Microsoft 
dividend (July 22, 2004), Bates No. ML-PSI-00 147049-51 (fourth email). 

23 5 Email from Thomas Visone, Merrill Lynch Global Tax in New York, to Jacqueline Duval- 
Major and other Merrill Lynch colleagues in New York, London, and Montreal, RE: Microsoft 
dividend (July 22, 2004), Bates No. ML-PSI-00 147049-51 (sixth email) (emphasis in original). 

232 
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“Tom: This is exactly what I had in mind - a synthetic long 
structure for non-US holders to get as close to 100% of that 
dividend value: Put/call combo (or as you mentioned in an earlier 
email, total rate of return swap). . . . Maybe we could ameliorate 
your concerns re recharacterization as a repo with an OTC by 
making sure that either the sale or any potential purchase at the 
close of our derivative potion to unwind the hedge (or both) are not 
done directly with a client, but rather from a broker. Also, I firmly 
believe that when ML has synthetic in and sy[n]thetic out (your 
example below on the short collar), it is hard to show a repo.” 233 

These emails show that, in 2004, Merrill employees were actively 
designing financial transactions to enable their “non-US holders” of 
Microsoft stock to avoid dividend withholding, were aware of the tax 
risk that the transactions might be recharacterized as a stock sale and 
repurchase subject to dividend taxes, and were interested in including 
features that would make it “hard to show a repo.” 

One month later, in August 2004, Merrill employees exchanged 
emails regarding the transactions being developed: 

“Can you speak to ... the US swaps desk about Microsoft - after 
our follow up phone call with tax dept today related to various 
ways our clients are going to expect to see yield enhancement 
trades on MSFT. . . . Paul is writing up (again) a list of the trades 
proposed and the advantages/disadvantages of each, with the view 
to get Tax dept guidelines asap.” 234 

One colleague responded: “Our competitors are out there with 
products and we need to get ours out there asap!” 235 

By early October, Merrill circulated an email describing a 
proposed “Microsoft Trade,” involving coordinated puts and calls. 236 
The author of the email stated: “The beauty of the trade is that the 
option strike is lowered by $3 on the XD [ex dividend] date, thereby 


235 Email from Jacqueline Duval-Major, Merrill Lynch International in London, to Thomas 
Visone, Elissa Shendalman, and Mike Gaffney, ail Merrill Lynch Global Tax in New York, RE: 
Microsoft dividend (July 21, 2004), Bates No. ML-PSI-00 147049-52 (seventh email). 

234 Email from Jacqueline Duval-Major, Merrill Lynch International in London, to Tobias 
Gehrke, also in London, and Paul Cipriano, US swaps desk in New York, microsoft (Aug. 27, 
2004), Bates No. ML-PSI-00054121-24 (original email). 

235 Email from Tobias Gehrke, Merrill Lynch London, to Jacqueline Duval-Major in London and 
others, RE: microsoft (Aug. 31, 2004), Bates No. ML-PSI-00054121-24 (second email). 

236 Email from Andrew Miller, Merrill Lynch in London, to “Equity Convertible/Derivative 
Sales” distribution list, Microsoft Trade yesterday (Oct. 7, 2004), Bates No. ML-PSI-00 149878- 
80 (original email). 
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giving 100% of the special dividend.” The email provided an example 
of how the trade would be executed for a non-U.S. client subject to “a 
US dividend withholding rate of 1 5%.” It indicated that the trade would 
return 100% of the withheld dividend, less Merrill’s fee: “The fees of 6 
cents per share (or $3 per option) equate to 2% of the special dividend. 
Therefore the client receives 1 00% gross of the dividend through the 
trade, or 98% net after costs.” The same Merrill employee noted later 
that the transaction was “our only internally recommended listed trade, 
but clearly you have to be comfortable yourselves from a tax angle 
before you proceed.” 237 

In October, Merrill’s Corporate Equity Derivatives group head 
circulated an email to a wide group of Merrill relationship managers and 
corporate finance employees announcing a “yield enhancement 
opportunity for Clients that may hold Microsoft shares (MSFT US).” 238 
The email stated: “Clients who hold Microsoft shares - whether as an 
free-standing shareholding or as part of a basket - and who will suffer 
withholding tax on such shareholding (whether at 1 5 or 30%) may 
benefit from one of the proposed transactions.” 239 The email directed 
each employee to “[ijdentify Clients that may hold investments in MSFT 
US and could benefit from the yield enhancement,” and to contact the 
Corporate Equity Derivatives group to discuss the transactions. 240 It also 
stated: “Our competitors are offering similar products, and time is of the 
essence.” 241 

The attached presentation, whose first page was entitled 
“Microsoft Special Dividend: Yield Enhancement,” was explicit in 
telling Merrill employees that the purpose of the newly-designed 
transactions was to help non-U.S. clients dodge payment of U.S. 
dividend taxes: 

• “MSFT announced 20 July that it will pay $32 billion of 
dividend in a $3 per share special dividend, record date 1 7 
November, pay date on 2 December .... 


237 Email from Andrew Miller, Merrill Lynch in London, to several Merrill colleagues, FW: 
Microsoft Trade yesterday (Oct. 27, 2004), Bates No. ML-PSI-001 49878-80 (second email). 

238 Email from Jacqueline Duval-Major, Merrill Lynch International in London, to multiple 
Merrill Lynch distribution lists and employees, Microsoft Special Dividend: Yield Enhancement 
for Clients (Oct. 27, 2004), Bates No. ML-PSI-001 47236. 

239 id, 

240 id. 

241 id. 
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• Dividends paid to non-U. S. holders will be subject to US 
withholding tax at 30% or a less rate (usually 1 5%) under a tax 
treaty. Depending on the tax status and application fofl the 
relevant domestic tax law, US withholding tax suffered may 
represent an absolute cost to the non-US holder . 

• The trade ideas in this presentation may provide a higher 
synthetic return to such holders than a physical dividend with 
withholding tax. Merrill Lynch makes money generally through 
the pricing of the dividend element of the synthetic transaction 
(and ML’s hedge to that transaction). 

• The Tax Department has approved these transaction parameters 
for yield enhancement transactions over MSFT shares. . . . 

• Corporate Equity Derivatives will liaise with US Swaps Desk 
... to coordinate execution of the transactions.” 242 

The presentation then provided charts and an explanation of three 
possible transactions, the first involving an equity total return swap, the 
second an exchange traded option called a “flex option,” and the third an 
over-the-counter option. Another Merrill document shows that Merrill 
actually carried out the Microsoft related swap and option transactions 
with more than a dozen clients, primarily offshore hedge funds, affecting 
over 20 million shares of Microsoft stock and resulting in over $18.5 
million in dividend taxes not being withheld and turned over to the U.S. 

243 

treasury. 

Other documents show that Merrill continued to offer equity swaps 
to reduce or eliminate clients’ dividend taxes. For example, an analysis 
prepared by Citigroup, in 2007, in connection with a decision to 
voluntarily pay the IRS $24 million in unpaid dividend taxes associated 
with certain swap transactions, explained in more detail below, included 
swaps with Merrill Lynch over a three-year period, from 2003 to 2005, 
involving nearly $23 million in dividend related payments and $3.4 
million in unpaid dividend taxes. 244 In 2006, Merrill’s Global Markets 
& Investment Banking Group prepared a lengthy presentation on its 


242 Merrill Lynch presentation, “Yield Enhancement Opportunity]:] Microsoft Special/Cash 
Dividend (MSFT US) Record Date November 17, 2004” (Sept, 23, 2004), Bates No. ML-PSI- 
0289-94 (emphasis in original). 

243 Merrill Lynch document, “Microsoft Counterparties” (undated). Bates No. ML-PSI-0485. 
One of the clients was a Merrill-related entity called “Merrill Lynch Investment Managers.” 

244 Citigroup untitled chart prepared for the IRS listing swap transactions from 2003 to 2005 
(undated), Bates No. CITI_PSIWHTAX001460. See also discussion of Citigroup case history. 
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development, marketing, and use of equity swap products. 245 With 
respect to U.S. stocks that pay dividends, the presentation stated: “ML 
can pay an amount equal to 100% of the ordinary dividend.” 246 When 
discussing “Key Usage Considerations” for equity swaps, it listed as one 
key consideration: “Yield Enhancement[:] Dividend enhancement 
(recapture withheld dividends for foreign investors).” 247 When 
discussing “Swap Applications and Advantages,” it stated: “Dividend 
Enhancement - As synthetic instruments, swaps are not subject to the 
withholding taxes that may be incurred by non treaty or offshore 
investors who own the physical shares of a dividend paying stock,” 
citing the usual dividend withholding tax rates of 30% and 1 5%. 248 
Clearly, helping clients dodge payment of U.S. dividend taxes had 
become an established part of Merrill’s equity swap business. 

Project Gemini Stock Loans. Merrill Lynch also made use of 
abusive stock loans to enable its clients to dodge U.S. dividend taxes. In 
2005, for example, Merrill launched Project Gemini, which it described 
as “a program intended to provide selected international investment 
funds holding US equities with an enhanced after tax return.” 249 It was 
planned to be “broadly marketed]” to “foreign pension funds and 
investment funds with US equities.” 250 

Project Gemini initially provided “dividend enhancements” to a 
Luxembourg mutual fund controlled by Merrill called Merrill Lynch 
International Investment Fund (MLIIF), which was already executing 
the proposed stock loan transaction “with several of Merrill Lynch’s 
competitors.” 251 The Project then expanded to service other funds and 
institutions. The Project utilized an offshore corporation in the Isle of 
Jersey called Merrill Lynch Equity Solutions Jersey Ltd. (MLESJ). An 


245 Merrill Lynch presentation, “Global Financing Products Group” (Spring 2006), Bates No. 
ML-PSI-0123-53. 

246 Id. at 141 

247 Id. at 145. 

248 Id. at 147. 

249 Merrill Lynch presentation by its Global Markets & Investment Banking Group, “SSPC 
Discussion Materials[:J Project Gemini” (Aug. 4, 2005), Bates No. ML-PSI-0300-18, at 302. 

250 Id. 

251 Id. In its presentation, Merrill described MLIIF as a SICAV fund incorporated in 
Luxembourg, having only non-U.S. investors, and whose investments were managed by Merrill 
Lynch. SICAV stands for Societe d’Investissement a Capital Variable, “a Luxembourg based 
public limited liability company whose capital is at any time equal to the net value of its assets.” 
Merrill wrote that, in 2005, MLIIF had “approximately $28 billion of assets, with roughly 25% 
invested in US equities.” It indicated that these U.S. securities were subject to a 30% dividend 
tax. Id. at 305. 
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initial presentation on the Project explained that the proposed transaction 
involved: “[a] stock loan from MLIIF to a newly formed Jersey Island 
entity, a subsidiary of ML Group, Inc.” and “[a] series of derivative 
transactions executed with the market by the Jersey entity and MLI to 
hedge ML market risk.” 252 It then provided a series of charts explaining 
the transaction. 

The presentation stated: “Summary of US Tax Analysis[:] No 
payments into or between Merrill Lynch affiliates (MLI and [MLESJ]) 
will be subject to withholding tax. Payments to MLIFF under the stock 
loan will not be subject to withholding tax.” 253 A subsequent page in the 
presentation estimated that the Gemini Project would protect about $72 
million in annual U.S. dividends sent to Merrill clients from $21 .6 
million in U.S. dividend taxes, while bringing in a net economic benefit 
to Merrill Lynch of about $9.6 million. 254 

Project Gemini was approved by Merrill’s product review 
committees in August 2005, and stock loan transactions began taking 
place in November of that year. A month beforehand, in October 2005, 
an “Operating Plan” was drawn up. The Plan began by observing: 
“Project Gemini is a structured transaction designed to provide yield 
enhancement to non-US clients of Merrill Lynch that own US dividend- 
paying equities. From the client’s perspective, the transaction involves a 
market standard stock loan to a subsidiary of Merrill Lynch [MLESJ].” 
255 The Operating Plan also stated: 

“The structure may impose some US tax risk on ML. To manage 
any potential risk, ML has established a cap on the transaction 
which focuses on our economic return relative to potential tax risk. 

. . . Clients may not be offered enhancement of greater than 50% of 
potential US withholding taxes without approval. . . . Several of 
our competitors offer similar products (most notably Morgan 
Stanley, Lehman Brothers, and many non-US banks) so many 
natural candidates for the transaction are already being serviced 
and may command pricing concessions (State Street, BGI). ... 

The success of Project Gemini and our ability to achieve target 
economics relies on ML’s superior reach and breadth of 


252 Id. at 302. 

253 Id. at 313. 

254 Id. at 317. 

255 Merrill Lynch document entitled, “Project Gemini Operating Plan as of October 11, 2005” 
(Oct. 11, 2005), Bates No. ML-PSI-00049447-53. 
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relationships relative to our competitors. Ideal candidates are 
likely to include SICAVs and Irish mutual fund companies.” 256 

Following up on the Operating Plan’s tax risk analysis, a Gemini 
Project review one month later disclosed that Merrill had, in fact, 
established a tax risk limit for the program: “Annual trading limit 
initially established at first to be reached of (a) $50 million annual gross 
withholding tax elimination, and (b) $25 million net withholding tax 
(=gross withholding tax less MLESJ fees). Limits will be reviewed after 
one year.” 257 

In mid-November 2005, Merrill’s Americas Equity Derivatives 
Sales & Structured Marketing Group conducted a review of its new 
product and trade development and prepared a presentation. The 
presentation noted that the Gemini Project had begun executing its 
“yield enhancement program” on November 1 5, and projected that it 
would obtain 2006 revenues of $ 1 0 million and 2007 revenues of up to 
$20 million. 258 In the meantime, the group noted that, even without the 
Gemini Project, during 2005, it had executed 1 8 transactions, of which 
1 5 were “dividend yield enhancement.” 259 It noted that these 
transactions involved “9 hedge Hinds, 1 bank, 1 mutual fund, 1 personal 
holding company.” 260 It also observed that “[mjaturation of on-shore 
and off-shore hedge fund space creates large pool of high-volume clients 
focused on sophisticated tax and other structured products as a new asset 
class.” 261 


For about two years, from late 2005 until late 2007, Project Gemini 
conducted stock loan transactions for non-U.S. clients to reduce their 
U.S. dividend taxes. In early 2008, after the Subcommittee had began 
this investigation and contacted several financial institutions and hedge 
funds, Merrill Lynch decided to suspend the Project and its transactions, 
as explained in this email sent by a Merrill employee to a client 
informing the client of the decision: 


256 id. 

257 Merrill Lynch document entitled, “GMI New Product Review” (Oct. 25, 2005), Bates No. 
ML-PSI-03 19-56, at 37. 

25s Merrill Lynch document entitled, “New Product & Trade Development,” prepared by the 
Americas Equity Derivatives Sales & Structured Marketing Group (Nov. 17, 2005), Bates No. 
ML-PSI-00047439-43, at 40. 

259 id. 

260 id. 

261 id. 



175 


72 


“Many thanks for meeting with us early on today on short notice. 
As explained verbally, as a result of the actions by the US Senate’s 
Permanent Subcommittee on Investigations our Jersey entity 
(Merrill Lynch Equity Solutions Jersey or MLESJ) has had to 
cease trading in regards its stock lending activities for US stocks. 
As a result of this we are seeking to have the Lender recall the 
securities in line with the wording as set forth below. . . . Our 
opinion is that as the securities lending business of MLESJ 
undertaken in these Agreements has been materially restricted . . . 
the clause therefore requires the Lender to recall all outstanding 
loans, for the borrower to return all loaned securities and for the 
Agreement to terminate.” 262 

Merrill Lynch informed the Subcommittee that Project Gemini 
remains on suspension, although a decision could be made at some 
future time to renew its operation. 

Tax Indemnity. While Merrill Lynch was providing stock loan 
transactions under Project Gemini, several of its clients, apparently 
worried about the tax risk, asked the firm to indemnify them against U.S. 
tax liability associated with the transaction. 

For example, in 2007, Olayan Group, an investment firm based in 
Saudi Arabia, but with a New York office, expressed concerns about the 
potential tax risks posed by Gemini and asked Merrill Lynch to provide 
it with a tax indemnification agreement. On March 29, 2007, a Merrill 
marketing executive sent the requested language: 

“[Sjorry this has taken so long to get to you - as a follow up to our 
meeting and our ‘gemini’ product that can enhance the effective 
dividend you get on physically held US stocks (like OXY), here is 
our standard ‘indemnity’ language that you were looking for - 
please review it and let me know your thoughts, if i’m doing my 
math right, i think this can save you around $7 million per year on 
OXY.” 263 

The language provided: 

“[Ajll payments under this Agreement shall be made on the due 
date without any withholding or deduction whatsoever unless 

262 Email from Hamish Pritchard, Merrill Lynch in London, to Chris Poikonen and Mark Wilson, 
eSecLending, a securities lending manager, with copies to two Merrill colleagues, Exclusive 
Lending Agreements - Janus Capital and Foreign & Colonial (Jan. 17, 2008), Bates No. ML- 
PSI-0000 126 1-62 (original email). 

263 Email from Brian Abdoo, Merrill Lynch’s Multi-Product Marketing group, to John O. 
Wolcott, Olayan’s New York office, FW: crescent/olayan follow up (Mar. 29, 2007), Bates No. 
ML-PSI-00 1271 74-76 (original email). 
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required by law on account of tax. If any deduction or withholding 
on account of tax is required by law to be made from any payment 
. . . then the payor shall pay in the same manner and at the same 
time such additional amounts as would result in the receipt by the 
payee, free from any such withholding or deduction, such amounts 
as would have been received by the payee had no such deduction 
or withholding been required to be made and shall at the same time 
supply tax vouchers in respect of the same if requested .” 264 

The potential client responded that its contact at a prominent U.S. 
law firm, Shearman & Sterling, “report that they are apparently satisfied 
that the transaction works. Once. Or maybe twice, but not necessarily 
in succession, the reason being that repeated ‘abuse’ (my hyperbolic 
word, not theirs) without a non-tax related business purpose would 
quickly lead the IRS to such conclusion .” 265 The Merrill employee 
responded: “who did you talk to at sherman? i’m pretty sure that we 
can get them comfortable, perhaps with a few modifications. They’ve 
represented some of our other counterparties doing this trade with us .” 266 

The client replied that its legal contact “has talked to a number of 
his partners, all of whom tell him that the transaction works, as I said, 
once, maybe twice because repeated use, coincidentally around dividend 
payment time, would provide a strong case for the IRS to assert tax 
evasion. So yes, looking at it in a vacuum, it works, it is the repeated 
‘overuse’, e.g. pigs trying to be hogs, that proves problematic .” 267 

After Merrill responded that “something is being 
miscommunicated here somewhere,” the client suggested that Merrill 
have its lawyers talk to his, explaining that his legal contact “has 
cautioned us that converting the JPM dividend to nontaxable ordinary 
income lending the shares just long enough to cover the record dates 
quarter after quarter does not [work]. And perhaps other clients are less 


264 Id. 

265 Email from John 0. Wolcott, Olayan’s New York office, to Brian Abdoo, Merrill Lynch’s 
Multi-Product Marketing group, RE: crescent/oiayan follow up (Mar. 29, 2007), Bates No. ML- 
PSI-00 127 174-76 (second email). 

266 Email from Brian Abdoo, Merrill Lynch’s Multi-Product Marketing group, to John 0. 
Wolcott, Olayan’s New York office, RE: crescent/oiayan follow up (Apr. 19, 2007), Bates No. 
ML-PSI-00 1271 74-76 (third email). 

267 Email from John O. Wolcott, Olayan’s New York office, to Brian Abdoo, Merrill Lynch’s 
Multi-Product Marketing group, RE: crescent/oiayan follow up (Apr. 19, 2007), Bates No. ML- 
PSI-00 1271 74-76 (fourth email). 
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concerned about playing the audit lottery than are we.” 268 A stock loan 
was never undertaken. 

During the same time period, Merrill Lynch was also talking to 
another client, Goldman Sachs Asset Management (GSAM), the 
offshore hedge fund management arm of Goldman Sachs, that also had 
requested tax indemnity. In January 2007, Merrill Lynch had proposed 
that GSAM enter into a Project Gemini stock loan transaction with its 
Jersey subsidiary, MLESJ. 269 Before agreeing to do so, GSAM asked 
Merrill Lynch provide it with an indemnity agreement to protect it 
against any U.S. tax liability. 270 Merrill Lynch and GSAM then 
negotiated over the wording of the proposed agreement for the next three 
months. 271 

The provisions under discussion, which appear to have been 
written initially by GSAM, would have required Merrill, as borrower of 
the stock in question, to “fully comply with all applicable United States 
income tax withholding obligations if any,” and state that Merrill will be 
“liable for and will fully indemnify the Lender for any United States tax 
liability, including any interest, penalties or additions to tax . . . with 
respect to any failure to withhold and timely pay to the U.S. Internal 
Revenue Service any United States withholding tax imposed on any 
substitute payments made to the Lender.” Other provisions would have 
required GSAM, as the lender of the stock, to notify Merrill within 30 
days of receiving any claim from the U.S. Government for withholding 
taxes; give Merrill the right to take over the defense against any IRS 
claim for taxes; and refuse to agree to any tax settlement without 
Merrill’s written consent. Merrill also proposed a clause that would 
have prohibited GSAM from “consulting with U.S. governmental 
officials” without Merrill’s consent, but GSAM stated that it could not 
agree to it. 272 

By May 2007, one GSAM employee told another that “it seems 
ML is re-evaluating the viability of this product. ... I don’t think this is 

268 Email from John O. Wolcott, Olayan’s New York office, to Brian Abdoo, Merrill Lynch’s 
Multi-Product Marketing group, RE: crescent/olayan follow up (Apr. 20, 2007), Bates No. ML- 
PSI-00127174 (sixth email). 

269 See Merrill Lynch presentation entitled, “Enhanced Stock Lending Over US Equities[:] 
GSAM” (Jan. 30, 2007), Bates Nos. GS-PSI-002397-2401 . 

270 See email from Karl Wianecki, GSAM, to several GSAM colleagues, FW: Basic flows for US 
(Feb. 1 5, 2007), Bates No. GS-PSI-002396; Subcommittee interview with GSAM (Aug. 29, 
2008), 

271 Emails between Merrill Lynch and GSAM personnel, RE: US stock lending to MLESJ (from 
Feb. 16 to May 15, 2007), Bates Nos. GS-PSI-0025 13-22 and GS-PSI-05768-78. 

272 


Id. at GS-PSI-05775. 
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going to happen.” 273 On May 15, Merrill Lynch announced to GSAM 
that its tax department and business personnel had completed work on: 

“a standardized indemnity that we can offer in relation to these 
transactions going forward. Attached is a mark up showing how 
this changes from what we had been discussing. Note that we can 
accept no substantive changes to this. Apologies for the timing 
being during our negotiation, however this has been an ongoing 
project on our side. We look forward to discussing this with you 
and hope that it is acceptable.” 274 

Apparently, however, the new proposal was not acceptable to GSAM, 
and for that and other reasons, no stock loan transaction was 
concluded. 275 

Lost Tax Revenue. The evidence associated with Merrill’s 
dividend tax transactions indicates that these transactions likely 
produced substantial tax losses for the U.S. treasury. For example, 
Merrill’s internal presentation on Project Gemini projected that, each 
year the program was in effect, the stock loans would enable Merrill 
clients to avoid paying about $21.6 million in taxes on $72 million in 
U.S. dividends. 27 ” Merrill established an even higher dollar-value limit 
on the annual tax risk that could be incurred by the program, setting it at 
the first to be reached of: “$50 million annual gross withholding tax 
elimination” or “$25 million net withholding tax (+gross withholding 
tax less [Merrill] fees).” A member of Merrill’s Multi-Product 
Marketing group told an offshore hedge fund client in 2007, that the 
Gemini stock loan program could save it about $7 million in dividend 
taxes per year on a single U.S. security. 277 These documents show that 
Merrill expected its stock loan program to result in $20 to $50 million in 
lost tax revenues for the United States each year. The program was 
actually in operation for about two years, before being suspended in 
January 2008. 


273 Email from Karl Wianecki to Cary Chropuvka, both of GSAM, RE: US stock lending to 
MLESJ (May 3, 2007), Bates No. GS-PSI-05768-79, at 71 . 

274 Email from Graham Seaton, Merrill Lynch, to Rachel Bimbaum, GSAM, with copies to other 
Merrill Lynch and GSAM employees, RE: US stock lending to MLESJ (May 15, 2007), Bates 
No. GS-PSI-002513. 

275 Subcommittee interviews with Merrill Lynch (Sept. 2, 2008) and GSAM (Aug. 29, 2008). 

276 Merrill Lynch presentation by its Global Markets & Investment Banking Group, “SSPC 
Discussion Materials[:] Project Gemini” (Aug. 4 , 2005), Bates No. ML-PSI-0300-18. 

277 Email from Brian Abdoo, Merrill Lynch’s Multi-Product Marketing group, to John O. 
Wolcott, Olayan’s New York office, FW: crescent/olayan follow up (Mar. 29, 2007), Bates No. 
ML-PSI-00127174-76 (original email). 
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Merrill’s other dividend enhancement products also caused tax 
losses. In 2004, for example, its Microsoft swap and option transactions 
resulted in over $18.5 million in dividend taxes not being withheld or 
remitted to the IRS. 278 As mentioned earlier, from 2003 to 2005, Merrill 
conducted swap transactions with Citigroup that involved $23 million in 
dividend equivalent payments and about $3.4 million in unpaid dividend 
taxes. 279 Another client, Maverick Capital, calculated that, in just two 
years, from 2006 to 2007, Merrill had enabled its offshore hedge funds 
to escape paying dividend taxes totaling nearly $5 million. 280 Those 
figures indicate that Merrill’s swap transactions were capable of 
producing millions of dollars in annual tax “savings” for each of its 
clients and an equivalent annual tax losses for the U.S. Government. 

These multi-million-dollar totals, $21.6 million, $7 million, $18.5 
million, $3.4 million and $5 million, which involve a limited portion of 
Merrill’s dividend enhancement business, show that, in just four years, 
its transactions caused the U.S. treasury to lose out on tens of millions of 
dollars in unpaid dividend taxes. 

Merrill Lynch has engaged in abusive dividend tax transactions, 
including stock swaps, loans, and options, for at least four years. These 
transactions became an established and profitable part of its business. 

The documents show that Merrill Lynch designed, marketed, and 
implemented these abusive transactions to enable its non-U. S. clients to 
dodge payment of U.S. dividend taxes, that Merrill Lynch personnel 
were well aware of the associated tax risk, and that Merrill Lynch took 
specific steps to limit its tax exposure. It was apparently only after this 
investigation launched an inquiry into these matters that Merrill Lynch 
decided to suspend one type of abusive dividend tax transaction, 
involving its Project Gemini stock loans. 

F. Citigroup Case History 
1. Background 

Citigroup Inc. (“Citi”) is one of the largest financial institutions 
formed and headquartered in the United States, with assets that, at the 
end of 2007, exceeded $2.18 trillion. 281 Citi currently operates in about 


278 Merrill Lynch document entitled, “Microsoft Counterparties” (undated). Bates No. ML-PSI- 
0485. 

279 Citigroup untitled chart prepared for the IRS listing swap transactions from 2003 to 2005 
(undated), Bates No. CITI__PSIWHTAX001460. See also discussion of Citigroup case history. 

280 Maverick Funds charts entitled, “U.S. Dividend Enhancements” and “Summary of Domestic 
Enhancements (by broker)” (Dec. 31, 2007), Bates No. MAV0000856-57. 

281 Citigroup Inc., 2007 Annual Report at 66. 
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100 countries, employs over 385,000 individuals worldwide, and is 
organized into four major segments, Global Consumer Group, Citi 
Markets and Banking, Global Wealth Management, and Citi Alternative 
Investments. 282 In fiscal year 2007, Citi reported a net income of $3.6 
billion. 283 Citi’s current Chief Executive Officer is Vikram Pandit. 284 

2. Dividend Tax Abusive Transactions 

This final case history presents a unique fact pattern in which, in 
2007, Citi took the initiative to pay the IRS $24 million in withholding 
taxes on certain swap transactions that Citi had undertaken from 2003 to 
2005, tied to U.S. stocks for which $160 million in dividend equivalents 
had been paid but no dividend taxes had been originally withheld. 

Citi apparently began engaging in what it termed “dividend uplift” 
transactions in 2002. 285 In a 2006 letter to the New York Stock 
Exchange, Citi explained that its Equity Finance Desk in New York, 
which dealt primarily with broker-dealers and hedge funds, had begun to 
engage in transactions “dedicated to achieving ‘dividend uplift’ for 
foreign customers in respect of U.S. equities ... with the most significant 
activity occurring in 2004 and early 2005. ” 286 Citi described these 
transactions as follows: 

“U.S. tax rules provide that dividend equivalent amounts paid to a 
foreign investor under a derivative contract are not subject to 
withholding tax. By contrast, actual dividends on U.S. equities are 
subject to U.S. withholding tax. In the dividend uplift trades, 
CGML - Citigroup’s U.K. broker/dealer - would acquire a U.S. 
equity security from an offshore fund or dealer (via a transaction 
between that entity and Citigroup Global Markets, Inc. (‘CGM1’)) 
and enter into a total return swap (‘TRS’) with that entity. At the 
termination of the TRS, the offshore entity would in many 
instances reacquire the equities. In exchange for a LIBOR-based 
return, CGML paid dividend equivalent amounts to the offshore 
entity under the TRS, and treated those amounts as paid on a bona 
fide derivative contract, rather than as a pass-through of dividends 
on stock held in a custodial-type capacity. This treatment allowed 
the payments to be made free of the U.S. withholding taxes that 

282 Id. at 2, Note: Employment figure includes both full-time and part-time employees. 

283 See id. at 3. 

284 Id. at 4. 

285 See Letter from Citigroup to the New York Stock Exchange (Feb. 1, 2006) and attachments. 
Bates No. ClTl_PSIWHTAX000738-43, at 739, 

286 w 
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would otherwise have been due to be withheld on dividends paid to 
the offshore entity. . . . 

“Customers executing TRSs with the Desk frequently sell the 
underlying securities to the Desk at the beginning of the TRSs and 
then wish to reacquire the securities at the termination of the TRS, 
without any execution or other risk. However, if at the time the 
TRS was entered into the customer and the Desk had an 
understanding that at termination of the TRS the securities would 
be sold (directly or indirectly) back to the customer, the TRS may 
be recharacterized for tax purposes as a financing transaction, and 
the customer as the continuing owner of the securities. In that 
case, Citigroup . . . may be obligated to the IRS or another tax 
authority for payment of tax that should have been withheld on 
payments of dividends or dividend equivalent amounts. ... 

“Citigroup’s Tax Department promulgated transaction guidelines 
for TRSs on U.S. equities in order to minimize the risk that such 
transactions would be recharacterized as financings and 
subsequently lose their intended tax benefits. The risk is mitigated 
principally by minimizing the chances that the underlying equities 
would be crossed back to customers. ... 

“[The Citigroup] Desk engaged in transactions in 2004 and 2005 in 
which it purchased U.S. ... equities directly from customers ... and 
then resold the equities back to the customers upon termination of 
the TRSs, either directly or through interdealer brokers.” 287 

This letter shows that Citi knowingly used total return swaps to 
enable its offshore clients to dodge U.S. taxes on their stock dividends. 
The letter also makes it clear that, as part of its dividend uplift 
transactions, Citi often took physical possession of the shares of stock 
that were the subject of the swap, and then returned the shares to the 
client after the swap ended, in violation of its own stated policies. The 
letter shows that Citi was aware that this practice could lead to a 
determination that the client never really gave up ownership of the stock 
during the swap transaction, that Citi was really engaged in a stock loan, 
and that the real purpose of the transaction was to enable Citi to pass 
through stock dividend payments to the client tax free. The letter 
explains that, to avoid this outcome, Citi had promulgated transaction 
guidelines which consisted principally of telling its employees not to 
return stock to a client after a dividend uplift swap concluded. 


287 


Id. at 739-740. 
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Despite these guidelines, Citi employees on the Equity Finance 
Desk apparently let clients know that Citi would re-deliver stock to them 
at the end of a dividend uplift swap. This practice was apparently 
uncovered after Citi’s Internal Audit Department raised questions about 
whether certain dividend uplift swaps being conducted by the Equity 
Finance Desk complied with Citi’s tax guidelines. That audit led to an 
investigation by outside counsel 288 which led, in turn, to Citi's deciding 
to disclose certain swap transactions to the IRS and offer to pay 
withholding tax on the dividend equivalent payments that had been 
provided to clients. The IRS, after receiving the disclosure from Citi, 
required the bank to provide additional information about the identified 
swaps and analyze other transactions as well. 

Citi Analysis. Citi told the IRS that “extensive interviews” 
conducted in connection with its investigation had led it to conclude that 
“as to some total return swap transactions, there was an apparent 
understanding at the inception of the trade that the shares would 
effectively be delivered back to the counterparty at the termination of the 
trade through the use of a large volume market-on-close order, a direct 
cross to the counterparty, or an effective sale to the counterparty by way 
of an inter-dealer broker .” 289 Citi said that two employees on its Equity 
Finance business unit were responsible for those “understandings” and 
had been subjected to “disciplinary action” as a result .- 90 

Citi told the IRS that, because of the prior understanding that Citi 
would re-deliver purchased shares to a client at the close of the swap 
transaction, Citi had determined that those swaps could be 

291 

recharacterized as stock repurchase agreements or securities loans, 
and withholding tax could be assessed with respect to the dividend 
equivalent amounts that had been paid under the swaps. 29 * Citi also 
noted that these transactions “were not in full compliance with” its Tax 


258 According to Citigroup representatives, the investigation examined all total return swaps 
entered into during the 2003-2005 time period and involving U.S. dividend-paying securities and 
non-U. S. parties. 

289 Citigroup memorandum to the IRS, “IRS Withholding Tax Examination (2003-2005): Total 
Return Swaps over US Equities” (June 14, 2007), Bates No. CITI_PS1WHTAX00 1208-29 
(hereinafter “Citi Memorandum to IRS”), at 1209-10. 

290 Id. at 1210. Another document indicates that the disciplinary action taken with respect to one 
of the Citi employees was to suspend him from his position for two months. See Letter from 
Citigroup to the New York Stock Exchange (Feb. 1, 2006) and attachments, Bates No. 
CITI_PSIWHTAX000738-43, at 741. 

291 Citi Memorandum to IRS, at 1210. 

292 


Id. at 1208. 
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Policy Guidelines, which had been designed to ensure that its equity 
swaps would not incur these types of taxes. 293 

Citi told the IRS that all of the swaps in question had been 
executed by its broker-dealers in the United Kingdom, which meant that 
the applicable dividend withholding tax rate was 15%. 294 After applying 
this 15% rate to the $160 million in dividend payments, Citi paid the 
IRS withholding taxes totaling $24 million. 

While Citi’s payment of withholding taxes to the IRS could be 
viewed as an admission of wrongdoing, Citi states in its memorandum to 
the IRS that it had “decided to pay US withholding tax on the dividend 
equivalent amounts that had been paid under the transactions, even 
though the tax liability was uncertain.” 295 

Excluded Transactions. While Citi took the initiative to pay 
withholding taxes for certain equity swaps, Citi declined to take the 
same action with respect to other swap transactions identified in its 
review as exhibiting troubling practices. The transactions, most of 
which were transacted with hedge funds, were conducted through Citi’s 
Equity Finance business unit and generated dividends of $239 million. 
Citi’s rational for not paying withholding on those transactions was that 
there was no apparent understanding at the inception of the trade that the 
counterparty would seek return of the shares at the termination of the 
swap: 

“The Equity Finance transactions for which Citi did not pay 
withholding taxes included those transactions where it was 
unclear at the inception of the trade whether the counterparty 
would seek delivery' of the shares back at the termination of 
the trade and, accordingly, there was generally no apparent 
understanding at the inception of the trade regarding possible 
re-delivery of the shares upon termination. These transactions 
involved approximately $239M of dividends, and were not 
executed with UK broker-dealers. Interviews indicated that 
most of these transactions were executed with hedge funds. 
Typically, the hedge funds were more interested in synthetic 
exposure, rather than delivery and re-delivery of shares.” 296 


2.3 Id. at 1209. Citi’s "Tax Policy Guidelines for Total Return Swaps on US Equities” (Dec. 1, 
2003) can be found at 1214. 

2.4 Id. at 1210. 

295 Id. 

296 


Id. at 1211. 
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However, many of those transactions included activities that raise 
concerns and are identified as “Red Flags” in this Report: 

“As noted in Citi’s letter dated March 2, 2007, however, the 
transactions on which no withholding taxes were paid did 
include: (1) transactions where Citi purchased shares from 
the swap counterparty at inception of the swap and sold 
shares to the counterparty upon termination of the swap, (2) 
transactions where Citi purchased shares from and/or sold 
shares to an IDB, and (3) transactions where Citi purchased 
shares on an exchange (including shares purchased pursuant 
to market-on-close orders) at inception of the swap and/or 
sold shares on an exchange (including shares sold pursuant to 
market-on-close orders) upon termination of the swap. 

However, as stated above, there was generally no apparent 
understanding at the inception of the swap to deliver shares 
back to the counterparty at the termination of the trade.” 297 

Citi also declined to pay withholding tax on equity swaps which 
had been conducted by its Equity Derivatives business unit and were tied 
to U.S. stock that paid another $36 million in dividends. Citi told the 
IRS that it had decided not to pay withholding taxes for these swaps 
because the transactions were “not clustered around dividend record 
dates” or “generally did not appear to involve an understanding 
regarding delivery of the shares back to the counterparty at the inception 
of the trades.” 298 

Finally, Citi told the IRS that it was not identifying any 
transactions involving “security lending transactions, even though 
Citigroup also engaged in such transactions, because we believe these 
other transactions are not the focus of your present examination.” 299 
Evidence uncovered by the Subcommittee indicates, however, that stock 
loan transactions have been used by U.S. financial institutions on many 
occasions to enable clients to dodge payment of U.S. dividend taxes. 

In August 2007, Citi reported to the IRS that it had identified 
additional transactions that had been conducted by its Derivatives Unit 
in which dividends had been paid but no taxes withheld. They consisted 
of 15 trades, all involving Microsoft stock, which had generated $5.7 
million in dividends/ 00 

297 id. 

298 Id. 

299 Letter from Citigroup to the IRS (Feb. 20, 2007), Bates No. CITI_PSIWHTAX001336-39, at 
1337. 

300 Letter from Citigroup to the IRS (Aug. 24, 2007), Bates No. CITI J’SI WHTAX00145S-56. 



185 


82 

Case History Implications. The Citi case history is significant for 
at least three reasons. First, it provides additional evidence related to the 
amount of tax revenues lost due to nonpayment of dividend taxes. For a 
three-year period, 2003 to 2005, Citi acknowledged entering into equity 
swaps with non-U.S. clients tied to stock that paid dividends totaling 
about $440 million. 301 Normally, $440 million in dividends paid to non- 
U.S. persons would generate $50 million or more in dividend taxes 
depending upon whether the 15% or 30% dividend rate applied, but in 
these swap transactions, no dividend taxes were originally withheld on 
the ground that the taxable dividends had been transformed into tax-free 
dividend equivalents. Citi’s $24 million payment to the IRS reflected its 
judgment that some of the dividend equivalent payments made to clients 
should have been treated as taxable dividends. This total would have 
been higher if some of the dividend equivalent payments made in 
connection with some of the other troubling swaps were also subjected 
to withholding. The total would also have been higher had the analysis 
included consideration of Citi’s stock loan transactions. 

The Citi case history is also significant because it shows how 
commonplace dividend enhancement products have become. In 
conducting analysis for the IRS, Citi examined over 6,000 total return 
swap transactions from 2003 to 2005, involving U.S. dividend-paying 
securities and non-U.S. clients. 302 Of those 6,000 swaps, Citi 
subsequently paid withholding taxes on about 1,350. Citi also admitted 
participating in stock loan transactions tied to U.S. dividend-paying 
stock, but did not specify the total number of stock loans or the total 
amount of dividends or substitute dividend payments involved. 303 
Together, the Citi documents indicate that swaps and stock loan 
transactions tied to dividend-paying stock are in routine use across Citi 
business units, are popular with clients, and serve as potential vehicles 
for dividend tax abuse. 


301 This $440 million figure is derived from four figures supplied by Citi to the IRS: $160 million 
in dividends paid on stocks for which Citi issued equity swaps and decided to pay withholding 
taxes; $239 million in dividends paid on stocks for which Citi issued equity swaps and bought 
and returned stock to its clients but declined to pay withholding taxes; $36 million in dividends 
paid on additional equity swaps conducted by its Equity Derivatives business unit and for which 
Citi declined to pay withholding taxes; and $5.7 million in dividend-related payments in swap 
transaction related to the Microsoft special dividend. 

302 See, e.g.. Form 4564 filed by Citigroup with the IRS, (Nov. 1 9, 2007), Bates No. 
CITI_PSlWHTAX001625-26 (stating Citi paid withholding tax on 1,352 total return swaps, but 
not on 4,720 other total return swaps); Memorandum from Citigroup to the IRS (Mar. 21, 2007), 
Bates No. CITI_PSIWHTAX001340-80; Memorandum from Citigroup to the IRS (Aug. 24, 
2007), Bates No. CITl_PSIWHTAX001455-56. 

303 Letter from Citigroup to the IRS (Feb. 20, 2007), Bates No. CITI_PSIWHTAX001 336-39, at 
1337. 
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Finally, the Citi case history' makes it clear that U.S. financial 
institutions are aware of the tax risks associated with their participation 
in transactions tied to dividend-paying stock. In this instance, Citi 
developed tax policy guidelines in 2003 for total return swaps tied to 
U.S. stock because it wanted “to ensure that Citi’s transactions did not 
come anywhere remotely close” to transactions that could be 
characterized as stock repurchase agreements or securities loans. 304 
Citi’s Internal Audit Department chose to conduct a review of the bank’s 
equity swaps and found many that failed to comply with Citi’s tax 
policy. Citi then performed a detailed analysis of those swaps and 
determined that the facts were so troubling for certain swaps involving 
$160 million in dividend payments, that the better course of action was 
for Citi to pay $24 million in withholding taxes to the IRS. 


IV. U.S. GOVERNMENT RESPONSE TO ABUSIVE 

DIVIDEND TAX TRANSACTIONS 

The six case histories examined in this Report show that abusive 
dividend tax transactions first began to appear in the United States in the 
1990s, and gradually expanded over the next ten years to multiple U.S. 
financial institutions and offshore entities. Milestones included the 1991 
Treasury rule making swap payments to non-U. S. persons tax free; the 
1997 IRS Notice which gave rise to new abusive stock loan transactions; 
the 2003 lowering of the individual U.S. dividend tax rate which 
encouraged U.S. firms to issue more dividends; the 2004 Microsoft 
special dividend which led to a burst of abusive transactions; and the 
development of financial instruments with features designed to disguise 
their objective of enabling offshore hedge funds and others to dodge 
U.S. dividend taxes. Using names like “dividend enhancement,” “yield 
enhancement,” and “dividend uplift,” abusive dividend tax transactions 
have become commonplace among U.S. financial institutions and 
offshore clients, and continue to this day. 

Many of the documents obtained by the Subcommittee show that 
the participating U.S. financial institutions and offshore hedge funds 
were well aware of the tax risks associated with their dividend-related 
transactions and took actions to limit their tax exposure. Some set 
annual monetary limits on the amount of unpaid dividends that could be 
associated with their transactions. Some clients obtained tax indemnity 
agreements. Tax experts wrote articles highlighting the problem of 
abusive dividend tax transactions. 


304 


Citi Memorandum to IRS, at 1212. 



187 


84 


Despite the pervasiveness of the problem over the last ten years, 
the U.S. Government has done little to stop the use of abusive dividend 
tax transactions. In 1997, the IRS promised to issue guidance on “how 
substitute dividend payments made by one foreign person to another 
foreign person are to be treated,” but never did. 

Due to their inaction on the issue of offshore dividend tax abuse, 
U.S. Treasury and the IRS have failed to send the signals needed to curb 
the development, marketing, and implementation of “dividend 
enhancement” transactions aimed at enabling clients to avoid payment of 
U.S. dividend taxes. Until U.S. Treasury and the IRS make their 
position known, in writing and through enforcement actions, that 
dividend enhancement transactions are impermissible, U.S. financial 
institutions will continue to offer these transactions, dividends will 
continue to be paid offshore under the guise of tax-free swap payments 
and substitute dividends, and offshore holders of U.S. securities will 
continue to dodge paying their fair share of taxes, leaving ordinary 
Americans to shoulder the U.S. tax burden. 

The U.S. Treasury and the IRS can and should do more to enforce 
current law. First, the IRS should complete its pending review of 
dividend-related transactions and take civil enforcement action against 
delinquent taxpayers and the U.S. financial institutions that have 
participated in stock swap and loan transactions aimed at dodging U.S. 
taxes on stock dividends. 

Second, to stop misuse of stock loan transactions to dodge U.S. 
dividend taxes, the IRS should issue a new regulation on the tax 
treatment of substitute dividend payments between foreign parties to 
make clear that inserting an offshore entity into a stock loan transaction 
does not eliminate U.S. tax withholding obligations. 

Third, to stop misuse of equity swap transactions to dodge U.S. 
dividend taxes, the IRS should issue a new regulation to make dividend 
equivalent payments under equity swap transactions taxable to the same 
extent as U.S. stock dividends. 

Fourth, Congress should do its part by enacting legislation making 
it clear that non-U.S. persons cannot avoid U.S. dividend taxes by using 
a swap or stock loan to disguise dividend payments. This legislation 
should end the abuse by eliminating the different tax rules for U.S. stock 
dividends, dividend equivalents, and substitute dividend payments, and 
making them all equally taxable in the same way as dividends. Like the 
U.S. Treasury and the IRS, Congress has not sent a clear signal that 
these abusive transactions distort the law, were never intended by the tax 
code, and have robbed the U.S. Treasury of tax revenues totaling billions 
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of dollars. Enactment of clarifying legislation would send a clear signal 
that abusive dividend tax transactions are unacceptable, strengthen the 
enforcement authority of the IRS, and help put an end to this particular 
offshore tax abuse. 


V. ADDITIONAL MINORITY STAFF VIEWS 

ON THE REPORT 

The factual findings presented in this bipartisan report are 
compelling and raise valid concerns that demonstrate the need to 
reevaluate the wisdom and effectiveness of certain tax laws and policies 
respecting the treatment of specific equity swap and loan transactions. 
The Subcommittee’s investigation has revealed that, under specific facts 
and circumstances, a subset of such transactions may result in 
inappropriate non-payment of U.S. dividend taxes. We recognize that, 
for a foreign investor, there is a significant difference in the U.S. 
withholding tax consequences between investing synthetically through 
an equity swap versus investing directly in physical, U.S. equities and 
that this difference in treatment has led to certain abuses. There is no 
doubt that some institutions, in certain transactions, have pushed the tax- 
avoidance envelope too aggressively. 

We believe, however, that articulating specific legislative or 
regulatory responses to these abuses requires a more comprehensive and 
in-depth analysis than this Report provides. Experts on tax law and 
policy are better equipped than we to arrive at an appropriate response. 
In light of the Subcommittee’s findings, those experts, the relevant 
Executive Branch agencies, and the Congressional committees of 
jurisdiction should engage in a deliberative process to evaluate the 
various possible responses and determine the most appropriate path. 

Therefore, we join with the Majority in this analysis insofar as it 
identifies and diagnoses the problem. We strongly urge, however, that 
any response to these abuses be clearly defined and carefully targeted to 
preserve the integrity and efficiency of our capital markets, prevent 
negative impact on foreign investment in the United States, and avoid 
unintended consequences. 


# # # 
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Dividend Enhancement 

For US securities paying dividends, the IRS requires a 30% withholding tax be levied against offshore entities. 
This means that a Cayman entity such as Maverick Fund LDC would only receive 70% value on their US 
di vidends. UBS offers a product known as ‘'Dividend Enhancement", whereby Maverick LDC is able to realize a 
greater portion of their dividends, and pay an amount less than 100% of a dividend, if they are short a security. It 
works on the basts that UBS can gel more favorable treatment than an offshore entity and thus can put the 
following arrangement in place, whereby UBS passes an enhanced amount hack to the client The OSLA executed 
between Maverick LDC and UBS Cayman Ltd governs the lending and borrowing of securities between the 2 
Cayman entities, and allows the tender to be freed from paying additional withholding. The steps are as follows: 

Process 

1) UBS Cayman borrows the US stock front Maverick Fund LDC 

2) UBS Cayman executes a total remm swap with UBS AG, whereby Cayman are ‘long’ the returns. 

3) UBS Cayman sell the stock to UBS AG London in order for UBS AG London to hedge the swap. 

4) UBS AG London creates a long basket trade (in swap farm), including the security that it received from 
UBS Cayman. 

3) UBS AG London sell the physical slock to the swap counterpart, as the other side of the swap transaction 
UBS AG London then receive returns on the swap, including 100% of the dividends value (as a part of 
die swap transaction), on the stock received from UBS Cayman. 

6) UBS AG London returns 90% of the value of the dividend to UBS Cayman, this is done by way of a 
commission, to reflect 90% value of such dividend. 

7) UBS Cayman passes the 90% dividend payment onto Maverick Fund LDC. 

NOTE: The rationale for a Cayman registered entity to lend the applicable securities to UBS Cayman is due to IRS 
Note 97-66. which states that where lending is conducted between two entities in the same jurisdiction, the 
(foreign to foreign) payment of the 'sub dividend 1 will not be subject to US withholding tax. If a Cayman entity 
simply lent the stock to UBS London, for instance, that sub dividend, due back t the Cayman entity, would be 
subject to US withholding tax. The sub dividend in this instance is the dividend that gets passed to the lender, as 
opposed to the true dividend diat is paid to the holder of record. This note was issued by the IRS in 1997, and 
Paine Webber received an opinion, from external counsel. Cahill Gordon, Chat no US withholding would be 
applicable, hence the introduction of the Paine Webber Cayman branch, and Dividend Enhancement as a product. 

At the expiration of (he transaction UBS AG London purchases the stock, in the market, in the name of UBS 
Cayman. The Stock is then returned to Maverick Fund LDC, and the transaction is closed. 

The trade is executed ex-dividend date, and the loan stays open for a minimum of 30 days, and a maximum of 4$ 
days. Generally however these transactions have 30-day maturities. The stock borrow is done at 100%, i.c. there is 
no margining or haircutling of the cash or securities, and UBS Cayman gives 100% of the cash value to Maverick 
as collateral on these trades. 

Mark to Market A Thresholds 

The Client Integration Team monitor Ore value of the securities borrowed against the loan, and may call or pay 
collateral on the basis of a S5.S million collateral threshold This limit was approved at the inception of this 
business, by CRC within UBS Financial Services, formerly PaineWebbci. All stock loan exposures arc repotted on 
and monitored withio the Credit Engine system. 

The UBS Swaps both between UBS AG London and UBS Cayman as well as the one between UBS AG London 
and the street counterpart, are booked in WISDOM, which feeds GERONIMO. It should be noted that the swap 
parts of this transaction arc not exposure to Maverick, and thus are not seen within the credit systems. Rather they 
arc UBS internal and external transactions enabling us to facilitate Maverick's requirements. 

UBS Group - Approvals 

This product was approved by the UBSW Executive Committee in March 2002 and Group Tax in May 2002. 

An Overseas Securities Lending Agreement (‘OSLA’) needs to be executed for this product, between Maverick 
LDC and UBS Cayman Lid. Also, tax approval is required for this product when it is first approved for any given 
client However all trades thereafter are subject to a blanket approval. 

The majority of dividend enhancement transactions are done with Maverick LDC, while occasionally a trade wilt 
be done with Maverick IL Limits and exposures. are monitored in the Paine Webber Cayman module of the Credit 
Engine. For LDC, Volume exposure amounts to CHF 758 mio while risk exposure is CHF 95 mio as of Apr 22, 
2004. These transactions take place over dividend payment period, which is quarterly in the US, and typically last 
for one month and a few days. The tenor of the trades is short, and exposure usually drops significantly after (he 
first month. Bdow sec lending risk and volume limits are recommended to cover the dividend enhancement 
trades. 


Confidential Treatment 
Requested 
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Legal Opinion 


Alternative Transactions 

II could be argued (hat a swap provides the same benefit in that the returns, to a client, will include (he dividend 
value; therefore what would the rationale be for entering into the aforementioned convoluted structure? A Total 
Return Swap can often be used, and indeed is. However if a fund has underlying investors that may suffer capital 
gains fCOT) consequences, if the underlying stock is sold, a Total Return Swap cannot be used. To execute the 
Swap, the stock needs to be sold as a hedge, thus the sale may attract CGT, possibly negating the dividend 
withholding gain. For this reason, many Cayman based funds use the Dividend Enhancement trades, versus Swaps, 
to achieve theses benefits. 


Confidential Treatment 
Requested 


UBS 000511 
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April 22, 1999 


DRAFT - AS OF 4/26/99 


To: Maverick Fund, LDC File 

Maverick Fund R, Ltd. File 

From: Keith Henrungton 


Dividend Enhancement Transactions 


Maverick is the advisor for several offshore funds that are having taxes withheld on 
dividends received from United Stales companies. Morgan Stanley has approached us 
about entering into stock loan agreements that would minimize the adverse effects of 
U.S. withholding. 

Stock Loan 

Our Cayman Islands funds would enter into a stock loan on each U.S. security that is 
scheduled to pay a dividend. We would loan the security to a Cayman Morgan Stanley 
entity. Urey would pay us an amount equal to 70% of tile dividend paid on that security 
(dividend entitlement). They would also pay us a stock loan fee equal to 13% of the 
dividend. This stock loan fee is negotiable. The end result would be that we would 
receive 83% of the dividend instead of the normal 70%. Morgan will then enter into a 
swap with a U.S. counterparty. They are taking the position that all payments under the 
swap are not subject to withholding. This removes the dividend from the U.S. without 
subjecting it to any withholding. 

U.S. withholding taxes on dividend entitlement 

Morgan is relying on Notice 97-66 to avoid withholding on the dividend entitlement. 
The premise of this Notice is that withholding is required on substitute dividend 
payments between foreign entities only if the foreign payor’s U.S. withholding tax rate is 
lower than the payee’s U.S. withholding tax rate. Since both the payor and payee in our 
transaction are Cayman entities subject to the same rate, there is presumably no 
withholding on the payment. This notice is designed to ensure that the appropriate U.S. 
tax is withheld but that it is only withheld once. 

Notice 97-66 addresses a situation where all links in a chain of transactions are securities 
loans. It does not address a situation where one of the links is a swap. As mentioned 
above, this Notice assumes there is withholding at some point in the chain. It specifically 
states that “to the extent a foreign-to-foreign securities loan or sale-repurchase transaction 
would reduce U.S. withholding tax, an incremental amount of U.S. withholding tax is 
imposed on the substitute payment.” When compared to a direct loan to a U.S. entity, 
this transaction reduces the U.S. withholding tax. However, we could argue that the Swap 
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does not reduce die U.S. withholding because there would be no withholding if we had 
done the swap directly with a U.S. counterparty. Assuming the swap is not subject to 
withholding, the Service has not been harmed by the additional step of a foreigndo- 
foreign securities loan. The Notice appears to disregard the foreigh-toToreign loan when 
determining if U;S. withholding has been reduced because it states that “no withholding 
tax is required in situations where transactions are entered into between residents of the 
same country.** It is the swap and not the loan that reduces the U.S. withholding so the 
exposure lies with that transaction, not the foreign to foreign loan. 

Under this analysis, the foreign lender of the securities appears to have very little U.S. tax 
exposure. Even if there Were exposure, the Service would look to the U.S. withholding 
agent for the payment of the withholding instead of the foreign lender. The withholding 
structure was set up to provide a means of collecting U.S. tax without involving the 
foreign entity ultimately liable for the tax. I am more worried about limiting Morgan’s 
ability to come to us fpr reimbursement of the tax if the Service later rules that 
withholding should have taken place at some point in the chain. Their right to 
reimbursement is part of our contractual arrangement with them and should be clearly 
addressed in any written agreement with them. I think the attorneys should review any 
agreements we enter into on this transaction. I doubt the standard loan documentation 
will address the tax issues related to this transaction. Side letters may be required. 

U.S. withholding on stock loan fee 

The stock loan fee will be paid from one foreign entity to another. This fee should not be 
U.S. source income unless it is somehow classified as a substitute dividend payment. 
Once again, if the analysis above is correct, the stock loan should not create substitute 
dividends 


The dividend entitlement will be U.S. source since the security is a U.S. security. The 
stock loan fee should be a foreign source income since both the payor and payee are 
foreign. 


Total Return Swaps 

I will get several quotes on the cost of entering into swaps. I have talked to Paine 
Webber and Deutsche Bank. They are estimating that we would receive approximately 
93% of dividends after expenses of toe swap. They are sending us more detailed 
infonnation. It sounded like the swaps would be much more difficult to manage and we 
would lose some of the flexibility we would have with the stock loan transaction. I plan 
to focus on the stock loan transaction unless we feel there is too much tax exposure. The 
additional 10% enhancement is probably not worth the additional administrative burden 
at this point. 
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December 12, 2006 


Description of Dividend Enhancement Transactions 

Maverick is the advisor for several offshore funds that currently participate in stock lending 
transactions, One of the benefits of these transactions is that U.S. and Foreign tax withholding 
may be reduced. The details of a typical U.S. dividend enhancement transaction are described 
below. 

(1) Cayman Islands hedge fund (“Fund”) lends U.S. security to a Cayman Islands prime 
broker (“PB”) pursuant to a conventional securities lending agreement. The loan occurs 
prior to the dividend record date. 

(2) PB posts equity collateral in exchange for the security. The term of the loan is flexible 
but historically has been greater than 30 days for domestic enhancements. Beginning in 
2006, Fund began using a different PB for domestic enhancements and, consequently, the 
majority of its new securities loans have had a term less than 30 days. The security may 
be recalled at any time for regular settlement. Early recall may result in a fee payable by 
Fund. 

(3) PB typically enters into an equity swap with a U.S. counterparty, but has no contractual 
obligation with Fund to do so. PB takes the position that all payments received in 
connection with the swap are not subject to U.S. tax withholding. 

(4) At the end of the term, PB pays a fee to Fund equal to a percentage of the dividend. The 
fee is negotiable and has historically been in the neighborhood of 85% to 97% of the 
dividend. 

Maverick began using the dividend enhancement transaction in 1999. During that time. 
Maverick has done this transaction with Morgan Stanley, UBS, Lehman, Merrill Lynch, and ING. 

U.S. Tak Implications of Enhancement Transactions 

Maverick and its PB’s currently rely on IRS Notice 97-66 to avoid withholding on its dividend 
enhancement transactions. The premise of the notice is that withholding is required on substitute 
dividend payments between foreign entities only if the foreign payor’s U.S. withholding tax rate 
is lower than the payee’s U.S. withholding tax rate. Since both the payor and the payee in our 
transaction are Cayman entities subject to the same withholding rate, there is presumably no 
withholding on the payment from PB to Fund. This notice is designed to ensure that the 
appropriate U.S. tax is withheld but that it is only withheld once. 

It should be noted that Notice 97-66 addresses a situation where all links in a chain of 
transactions are securities loans. It does not address a situation where one of the links is a swap. 
As mentioned above. Notice 97-66 assumes there is withholding at some point in the chain. It 
specifically states that “to the extent a foreign-to-foreign securities loan or sale-repurchase 
transaction would reduce U.S. withholding tax, an incremental amount of U.S. withholding tax is 
imposed on the substitute payment.” When compared to a direct loan to a U.S. entity, this 
transaction reduces the U.S. withholding tax. However, Fund could choose to enter into a swap 
with a U.S. counterparty and avoid U.S. tax withholding. Under Regulation section $ 1.863- 
7(b)(1). "the source of notional principal contract income shall be determined by reference to the 
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December 12, 2006 


residence of the taxpayer" who is the direct recipient of the income. Therefore, periodic or non- 
periodic payments received by a foreign person are not subject to U.S. withholding tax as long as 
the foreign person is not otherwise engaged in a U.S. trade or business. Consequently, Fund’s 
use of a securities loan transaction does not reduce the U.S. tax withholding in this situation 
because there would have been no withholding if Maverick had entered into the swap directly 
with a U.S. counterparty. Assuming the swap income is not subject to U.S. withholding tax, the 
Service has not been harmed by the additional step of a foreign-to-foreign securities loan. 

Notice 97-66 appears to disregard the foreign-to-foreign loan when determining if U.S. 
withholding has been reduced because it states that “no withholding tax is required in situations 
where transactions are entered into between residents of the same country.” It is the swap 
transaction and not the loan that reduces the U.S. withholding tax so the exposure lies with that 
transaction, not the foreign-to-foreign loan. In fact, Maverick’s research indicates that the 
Service has considered whether the scope of the proposed regulations should apply to dividend 
equivalent payments made in connection with notional principal contracts, such as an equity 
index swap structured to replicate the cash flows that would arise from an installment purchase 
of one or more equity securities. Perhaps one reason the Service has not acted on this matter is 
because notional principal contracts typically settle on a net basis and, consequently, there would 
be a possibility that any applicable withholding tax (calculated on a gross income basis) could 
exceed the net economic benefit that the transaction would ultimately yield. 

Since PB is a foreign party, the stock loan fee received from PB will not be U.S. source income. 
If the analysis above is correct, the stock loan should not create substitute dividends. 

Foreign Tax Implications of Enhancement Transactions 

Maverick has also entered into transactions similar to that described above to enhance foreign 
dividends. Foreign enhancements have not historically been as large as those on the domestic 
side. Tax laws in each applicable foreign jurisdiction can warrant slight adjustments to the 
transaction described above but the same general structure is utilized. The obvious difference 
between a U.S. and Foreign enhancement is that the PB would not need to be a Cayman entity. 
Also, depending on the jurisdiction, the PB could opt to use a back-to-back stock loan rather than 
the swap transaction to achieve the desired tax result in that jurisdiction. 

Maverick has worked with outside counsel to determine that its dividend enhancement 
procedures would more likely than not be upheld in the various foreign jurisdictions in which 
Maverick held securities. 

Conclusion 


Maverick has concluded that the position described above has a greater than 50% chance of 
being sustained were it to be reviewed by the Service. There could be some business risk 
associated with the transaction if it is ever determined that there should have been U.S. tax 
withholding on the swap transaction presumably entered into by PB. If that were to occur, the 
PB might be able to seek reimbursement from the funds pursuant to the contractual agreement in 
place with them at that time. 
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Maverick Capital 

Dividend Enhancement Transactions Memo 
6/30/05 


Domestic Securities - Long 

This memo is being written to document our understanding of the dividend 
enhancement transactions that Maverick Fund II, Ltd. and Maverick Fund LDC (the 
funds) participate in with Paine Webber-London (PW). 

Purpose 

Dividend enhancement on long securities is designed to gross up the funds’ dividends 
received from U.S. based companies by transferring the shares owned in the funds to 
PW, a U.S. based entity, therefore causing there to be no dividend withholding taxes 

Transaction 

When a U.S. based company, in which the funds own shares, declares a dividend the 
funds lend their shares to PW in exchange for collateral, which is defined by the 
agreement to be cash, U.S. treasuries, or a letter of credit in an amount equal to at 
least 1 00% of the market value of the securities lent. 

A loan is initiated approximately 3 days before the ex-dividend date, allowing time 
for the transaction to settle and die shares to be registered to PW before the dividend 
ex-date, and is terminated approximately 30 days after the payment of the dividend. 
Upon termination of the loan agreement, the shares and the dividend are returned to 
the funds and the funds return the collateral to PW. 

It is also noted that at anytime during this loan period Maverick may still sell the 
position that is on loan, the only consequence of this sell would be that PW would 
charge a larger percentage of the dividend for the facilitation of this transaction. 

Example of a dividend enhancetnent transaction and applicable entries : 

January l, 2005 the funds purchase 10,000 shares of IBM at $1 00/share with 50% of 
the purchase on margin at 5% interest. January 6, 2005 IBM declares a $1 /share cash 
dividend with an ex-dividend date of January 15, 2005. 

Purchase date entry: 

DR. Investment in IBM 
CR. Cash 
CR. Margin Debt 

Transfer Date, January 10, 2005: 

• Client does not make an entry on their books to account for the transfer of 
shares to PW; however the client surrenders the 10,000 shares to PW and 
PW remits to the client $1 ,000,000. 


$1,000,000 

$500,000 

$500,000 
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• Note that Maverick still has a $ 500,000 margin loan from PW at this time 
and therefore is still accruing interest expense. 

• Note that Maverick still has control of the investment and can sell the 
investment before the return of the shares but would incur a larger charge 
from PW. 

Date of return of shares, February 15, 2005: 

• Client does not make an entry on their books for the return of the shares, 
but makes the following entry for revenues from dividend: 

DR, Cash $9,000 

CR Dividend revenue $7,000 

CR. Int. Income - Stock loan $2,000 

• Note that this entry is to achieve the recognition of income from both the 
dividend declared by the U.S. company and the interest income on the 
stock loan netted against an approximate 10% transaction charge by PW. 

Accounting Treatment 

Currently, Maverick is including the shares exchanged with PW related to these 
transactions in their share register causing the applicable cash held to be classified as 
securities. 



Domestic Securities - Short 

Dividend enhancement on short securities held in Fund II and LDC is designed to 
decrease the amount of dividends paid on short domestic securities from 100% to 
97%. Maverick transfers cash to PW, a U.S. based entity, to cover its short position, 
which results in a dividend enhancement receivable balance during the enhancement 
period. As is the case for long securities enhanced, Maverick makes no changes to its 
cash or position balances during the enhancement period. Rather, a receivable is 
booked at month end. 
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Upon completion of the enhancement period (generally 2 -A weeks), PW returns the 
cash collateral to Maverick and the short position to Maverick’s brokerage account. 

Foreign Securities 

Dividend enhancements on foreign securities are handled by Lehman Brothers (LB). 
When a foreign security is enhanced, Maverick lends the security to LB and receives 
cash collateral equal to the market value of the security. Upon completion of the 
enhancement period, the % of dividend paid to Maverick depends upon the 
circumstances surrounding the transaction such as demand for the security. LB 
returns the securities to Maverick and Maverick pays the cash collateral to LB. LB 
then pays Maverick the dividend less fees. 
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CN=Keith Hennington/0=Maverick 


From: CN=Keith Henmngton/0=Maverick 

Sent: 11/11/2004 11:37:00 AM 

To: CN= Shari Robertson/0=Maverick@maverickcap 

Subject: Re: Fw: Microsoft strategy on capturing the $3.00 dividend for non-US holders only. 

agree - Joe, Jim, and I looked at alternatives on this a couple of weeks ago. 

Joe and Jim found the best deal through stock loan. We also thought any 
special transactions on large dividends might stand out and the IRS might start 
looking at any transactions in MSFT. Stock loan seemed like the more 
conservative approach. 


Shari Robertson/ Maverick 
11/11/2004 10:01 AM 

To 

Keith He n n i ngton/Maverick@ ma veric kca p 
cc 

Subject 

Fw: Microsoft strategy on capturing the $3.00 dividend for non-US holders only. 



The information contained in this e-mail message is intended only for the 
personal and confidential use of the recipients) named above. This message 
may be an attorney-client communication and as such is privileged and 
confidential. If the reader of this message is not the intended recipient or 
an agent responsible for delivering it to the intended recipient, you are 
hereby notified that you have received this document in error and that any 
review, dissemination, distribution, or copying if this message is strictly 
prohibited. If you have received this communication in error, please notify us 
immediately by e-mail, and delete the original message. 



— Forwarded by Shari Robertson/Maverick on 11/11/2004 10:01 AM — 


Joseph Manogue/Maverick 
11/11/2004 10:00 AM 

To 

Shari Robert5on/Maverick@maverickcap 
cc 

Jim Chen/Maverick@maverickcap 
Subject 

Fw: Microsoft strategy on capturing the $3.00 dividend for non-US holders only. 
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The strategy forwarded to you requires we sell our stock and buy call options 
and get 93% of the dividend. 

Jim has been working on this for the last 2 months and he got UBS to match the 
more aggressive offers we were getting from the Street. For LDC only - we lent 
the stock out and will get 97% of the dividend. 

Forwarded by Joseph Manogue/Maverick on 11/11/2004 09:56 AM — 

Shari Robertson/Maverick 
11/11/2004 09:49 AM 

To 

Joseph Manogue/Maverick@maverickcap 
cc 

Subject 

Fw: Microsoft strategy on capturing the $3.00 dividend for non-US holders only. 


— Forwarded by Shari Robertson/Maverick on 11/11/2004 09:49 AM — 

mboucher@CandW.ky 
11/11/2004 09:11 AM 

To 

sha ri . robertson @ma verickca p .com 
cc 

Subject 

Fw: Microsoft strategy on capturing the $3.00 dividend for non-US holders only. 


just passing this along let me know if the attachments make it, if not 

I’ll resend it later when I get back in the office 


"Blair Gauid" <bgauld@queensgate.com.ky> wrote: 

> Hi Michelle, 

> 

> Nick Walker contacted me this morning after he had noted that Maverick holds 
a 

> significant amount of Microsoft shares and that Microsoft had just declared 
a 

> large dividend. He has a strategy that he has used in the past to avoid a 

> large part of the withholding tax associated with US dividends. He asked me 
to 
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> forward the attached memo to you which describes the strategy and hopes that 

> you can forward it to the appropriate person at Maverick. Below is an 
e-mail 

> from Alberto Muro, from York Stockbrokers, and attached is a short memo from 

> Nick describing the strategy. Alberto's e-maii address is below if anyone 

is 

> interested in discussing the strategy with him or Nick. 

> 

> Regards, 

> 

> Blair 


> — Original Message — 

> From; Alberto Muro [mailto:muro@|otusconsultcorn3 

> Sent: 04/11/2004 11:59 AM 

> To: Blair Gauld 

> Subject: Microsoft strategy on capturing the $3.00 dividend for non-US 
holders 

> only. 


> Hi Biair, 

> 

> Please find attached a strategy developed by us for non-US clients to avoid 

> withholding on the big dividend payout that Microsoft is paying soon. 

> If you have any Offshore Fund that you know , please show to them and if 
they 

> can do the trade thru us will be appreciated. 

> Best Rdgs, 

> Alberto. 


This mail sent using CandW.ky Webmail - http://webmail.candw.ky 
<MSFT .doc was removed> 
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CN=Chad Chisolm/0=Maverick 


From: CN=Chad Chisoim/0=Maverick 

Sent: 6/1/2007 4:31:59 PM 

To: CN= Jeffrey LiggittyO= Maverick@ maverickcap 

Subject: Fw: FIN 48 Tax Positions - DRAFT memos 

fyi 


— Forwarded by Chad Chisoim/Maverick on 06/01/2007 03:31 PM — 

debra.tayior@ey.com 
06/01/2007 03:27 PM 

To 

Chad.Chisofm@ maverickcap .com 
cc 

joseph . bia nco@ey . com 
Subject 

Re: Fw: FIN 48 Tax Positions - DRAFT memos 


Chad, 

We’ll look into this and get back to you at the beginning of the week. 


Debra F. Taylor 
International Tax Consulting 
NY Financial Services Office 
212-773-2978 Phone 
866-244-5265 Fax 
debra.taytor@ey.com 


Chad.Chisolm@maverickcap.com 
06/01/2007 03:57 PM 


To 

joseph.bianco@ey.com 

cc 

debra.taylor@ey.com 

Subject 

Re: Fw: FIN 48 Tax Positions - DRAFT memos 
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Joe, 

Now that 6/15 is approaching., we are considering whether we need to go ahead 
and remit the 2006 income tax withholding that we accrued for FIN 48 purposes 
in connection with the stock ioan fee income earned during 2006. Recall that 
Goldman withholds U.S. taxes on these transactions but our other brokers 
typically do not. We determined in December that we should probably accrue 
these taxes even though nothing is actually withheld by our other brokers. We 
will need to address whether or not to pay these taxes for pre-2006 years 
whenever we file protective returns for those years. As for the 2006 tax year, 
we will likely be filing a return for each of our foreign funds (extension due 
6/15) that is treated as a corporation for U.S. tax purposes. My question to 
you is how/if we should remit these taxes given that the brokers did not deem 
these as subject to withholding and thus did not provide a 1042S to these 
entities. 

We need to know what to do very soon as the 6/15 deadline is approaching. 
Thanks. 


joseph.bianco@ey.com 


joseph.bianco@ey.com 
12/22/2006 01:35 PM 


To 

keith.hennington@maverickcap.com 


cc 

Chad_Chisolm@maverickcap.com, keith_hennington@maverickcap.com, 
michelle. perrin@maverickca p.com, Steven . men na @ey .com, 
Suzanne.Guthrie@maverickcap.com, Vahan.Zerounian@ey.com 


Subject 

Re: Fw: FIN 48 Tax Positions - DRAFT memos 


I think that with that we should be good for 2006 - no need to talk further if 
interest, penalties, foreign issue turn out immaterial as you believe. Can 
follow up re 2007 after New Year. If we need to discuss next week - try me on 


Redacted by the Permanent 
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Happy holidays to everyone. 

Regards, 

Joe 


Joseph Bianco 
212-773-3807 - direct 
212-773-7142 - fax 
866-241-8999 - efax 
joseph.bianco@ey.com - email 
keith.hennington@maverickcap.com 
12/22/2006 02:21 PM 


To 

joseph.bianco@ey.com 

cc 

Chad_Chisolm@maverickcap.com, keith_hennington@maverickcap.com, 
steven.menna@ey.com, Vahan.Zerounian@ey.com, michelie.perrin@maverickcap.com, 
Suza n ne. Guth rie@ma verickca p.com 
Subject 

Re: Fw: FIN 48 Tax Positions - DRAFT memos 


Joe, 

My main concern is that we have a firm agreement by the end of next week on how 
to treat these transactions in the 2006 financials. As Steve will tell you we 
like to have these things nailed down before the actual audit takes place. To 
the extent that we need to have a call to discuss I am available at any time 
next week. Here is where I think we are at this point 

Borrow fee - 1 agree with Matt's points and will do the following: 

For 2006 - We will also compute interest and penalties on the amount we have 
accrued. I doubt it will be material but if it is then we should add to the 
liability. We will compute this by Wednesday of next week. 

For 2007 - We should analyze the possibility of paying the liability that we 
have already accrued and withholding on future payments. 

Stock loan transaction 

For 2006 - It appears that we are in agreement that we have met the 50% 
threshold (at least for US securities). I don't want to assume too much so can 
you confirm that EY is in agreement with that conclusion. 

I believe that the foreign transactions are immaterial but we can quantify the 
amount next week as well. 

For 2007 - 1 would be interested to hear how Matt's analysis differs from ours. 
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We might also incorporate his views into our documentation. We will also file 
protective returns so that the statute begins. 

Thanks, 

Keith 

Joseph . bia nco@ey . com 

joseph.bianco@ey.com 
12/22/2006 08:31 AM 


To 

steven .menna@ey.com, keith_hen n ington @ maverickca p.com, 
Chad_Chisolm@maverickcap.com 

cc 

Vahan.Zerounian@ey.com 

Subject 

Fw: FIN 48 Tax Positions - DRAFT memos 


Please see below for comments - let me know if you would like to discuss 
further. 

Regards, 

Joe 


Joseph Bianco 
212-773-3807 - direct 
212-773-7142 - fax 
866-241-8999 - efax 
joseph.bianco@ey.com - email 

Forwarded by Joseph Bianco/NewYork/TAX/EYLLP/US on 12/22/2006 09:34 AM 

Matthew Bium/NATL/TAX/EYLLP/US 
12/22/2006 07:10 AM 
To 

Joseph Bianco/NewYork/TAX/EYLLP/US@EY-NAmerica 
cc 
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Debra F. Taylor/NewYork/TAX/EYLLP/US@EY-NAmerica, Howard 
Leventhal/Cons/TAX/EYLLP/US@EY-NAmerica, David A. 
Golden/Natfonal/TAX/EYLLP/US@EY-NAmerica 
Subject 

Re: Fw: FIN 48 Tax Positions - DRAFT memosLink 


As to the borrow fee issue, keep in mind that there are two sets of 
liabilities: (a) prime broker has to withhold tax (Section 1442), and (b) 

Maverick has to pay tax (section 881). Maverick can credit withholding done by 
the prime broker against Maverick's own tax liability. If the prime broker 
doesn't withhold, and the IRS catches the prime broker, then PERHAPS the prime 
broker can go after Maverick for contribution or indemnification — complex 
point if the contract is silent. But if the IRS figures out what is going on, 
the IRS can bypass the prime broker and go straight after Maverick for failure 
to pay tax imposed under Section 881. The only limit is that the IRS may not 
collect the tax twice. 

Has Maverick considered filing for the back years to enhance chances of getting 
any penalties abated and put the issue to rest? Also, don't we have to think 
about interest/penalty accruals for amounts that were not withheld upon, since 
if the prime broker didn’t withhold. Maverick should have paid? 

In other words, Maverick has duly noted the ferocity of the dog, but has not 
acknowledged the need to beware of the owner as well. 

As to the dividend planning issue, my analysis doesn't work quite the same way, 
but I think I come out to the same place on the U.S. side - 1 can accept the 
client's assertion that > 50% chance of succeeding if transaction properly 
structured. We definitely should talk about what we want to see; not being an 
auditor, this is rather novel territory to me. As to transactions like this 
using foreign securities, I would think, in my naive, non-auditor mindset, that 
the first order of business is to determine whether amounts at stake are 
material, and, if so, consult foreign colleagues. 

Glad to discuss further, although I will leave on vacation tomorrow and not 
return until Wednesday, January 10. 

Best regards. 

Matt Blum 

Ernst &. Young/Intemational Tax Services 
Boston 

Phone: (617) 859-6040 
Cell: (617) 642-79S5 

Fax: (866) 211-4729 (U.S. only), (516) 213-8845 (worldwide) 

EYCONN: 2636040 
Email: matt.blum@ey.com 
Administrative assistant: Roslyn Guy (617) S70-8485 
Joseph Bianco/NewYork/TAX/EYLLP/US 

12/21/2006 07:08 PM 

To 

Debra F. Taylor/NewYork/TAX/EYLLP/US@EY-NAmerica 
cc 

Howard Leventhal/Cons/TAX/EYLLP/US@EY-NAmerica, Matthew 
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Deb: 

This is what I have discussed with Maverick re FIN 48 - see attached for their 
write-ups. Would love to get your quick toughts - they are looking for general 
agreement as soon as possible. I think generally we should be ok getting to 
more likely than not on these - please let me know asap if you have any strong 
concerns. 

Thanks, 

Joe 

Howard/Matt - curious your general comments as well and wanted to share one 
clients documentation around FIN 48 for your thoughts as well. 

Joe 

Joseph Blanco 
212-773-3807 - direct 
212-773-7142 - fax 
866-241-8999 - efax 
joseph.bianco@ey.com - email 

Forwarded by Joseph Bianco/NewYork/TAX/EYLLP/US on 12/21/2006 06:55 PM 

Chad.Chisolm@maverickcap.com 
12/13/2006 12:13 PM 
To 

joseph.bianco@ey.com, steven.menna@ey.com 
cc 

joseph.tepfer@ey.com, Vahan.Zerounian@ey.com, keith.hennington@maverickcap.com, 

michelle.perrin@maverickcap.com, Jeffrey.Uggitt@Maverickcap.com 

Subject 

FIN 48 Tax Positions - DRAFT memos 


Hello. 

We have completed draft FIN 48 memorandums summarizing our historical and 
prospective positions on the dividend enhancement transaction and the stock 
loan fee withholding issue for our offshore funds. Please review at your 
earliest convenience as we would like to complete this analysis before the 
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holidays. 

Thanks. 

(See attached file: Description of Dividend Enhancement Transactions - for 
EY.doc)(See attached file: Stock Loan Fee - TEFRA Accrual (for FIN 48) - for 
EY.doc) 

C. Chad Chisolm 
Maverick Capital 
Tax Manager 

E-mail: chad_chisolm@maverickcap.com 
Phone: 214-880-4064 
Fax: 214-880-4159 

Any U.S. tax advice contained in the body of this e-mail was not intended or 
written to be used, and cannot be used, by the recipient for the purpose of 
avoiding penalties that may be imposed under the Internal Revenue Code or 
applicable state or local tax law provisions. 


The information contained in this message may be privileged and confidential 
and protected from disclosure. If the reader of this message is not the 
intended recipient, or an employee or agent responsible for delivering this 
message to the intended recipient, you are hereby notified that any 
dissemination, distribution or copying of this communication is strictly 
prohibited. If you have received this communication in error, please notify us 
immediately by replying to the message and deleting it from your computer. 

Notice required by law: This e-mail may constitute an advertisement or 
solicitation under U.S. law, if its primary purpose is to advertise or promote 
a commercial product or service. You may choose not to receive advertising and 
promotional messages from Ernst & Young LLP (except for Ernst & Young Online 
and the ey.com website, which track e-mail preferences through a separate 
process) at this e-maii address by forwarding this message to 
no-more-mail@ey.com. If you do so, the sender of this message will be notified 
promptly. Our principal postal address is 5 Times Square, New York, NY 10036. 
Thank you. Ernst & Young LLP 


< Description of Dividend Enhancement Transactions - for EY.doc was removed> 
<Stock Loan Fee - TEFRA Accrual (for FIN 48) - for EY.doc was removed> 


Any U.S. tax advice contained in the body of this e-mail was not intended or 
written to be used, and cannot be used, by the recipient for the purpose of 
avoiding penalties that may be imposed under the Internal Revenue Code or 
applicable state or local tax law provisions. 


The information contained in this message may be privileged and confidential 
and protected from disclosure. If the reader of this message is not the 
intended recipient, or an employee or agent responsible for delivering this 
message to the intended recipient, you are hereby notified that any 
dissemination, distribution or copying of this communication is strictly 
prohibited. If you have received this communication in error, please notify us 
immediately by replying to the message and deleting it from your computer. 

Notice required by law: This e-mail nay constitute an advertisement or 
solicitation under U.S, law, if its primary purpose is to advertise or promote 
a commercial product or service. You may choose not to receive advertising and 
promotional messages from Ernst & Young LLP (except for Ernst & Young Online 
and the ey.com website, which track e-mail preferences through a separate 
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process) at this e-maii address by forwarding this message to 
no-more-mai!@eyxom, If you do so, the sender of this message will be notified 
promptly. Our principal postal address is 5 Times Square, New York, NY 10036. 
Thank you. Ernst & Young LLP 

Any U.S. tax advice contained in the body of this e-mail was not intended or 
written to be used, and cannot be used, by the recipient for the purpose of 
avoiding penalties that may be imposed under the Internal Revenue Code or 
applicable state or local tax law provisions. 


The information contained in this message may be privileged and confidential 
and protected from disclosure. If the reader of this message is not the 
intended recipient, or an employee or agent responsible for delivering this 
message to the intended recipient, you are hereby notified that any 
dissemination, distribution or copying of this communication is strictly 
prohibited. If you have received this communication in error, please notify us 
immediately by replying to the message and deleting it from your computer. 

Notice required by law: This e-mail may constitute an advertisement or 
solicitation under U.S. law, if its primary purpose is to advertise or promote 
a commercial product or service. You may choose not to receive advertising and 
promotional messages from Ernst & Young LLP (except for Ernst & Young Online 
and the ey.com website, which track e-mail preferences through a separate 
process) at this e-mail address by forwarding this message to 
no-more-mail@ey.com. If you do so, the sender of this message will be notified 
promptly. Our principal postal address is 5 Times Square, New York, NY 10036. 
Thank you. Ernst & Young LLP 
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CN= Jeffrey Liggitt/0= Maverick 


From: CN= Jeffrey LiggityO=Maverick 

Sent: 2/21/2007 5:01:49 PM 

To: Steve.Bokiess@ey.com 

Cc: Chad.Chisolm@maverickcap.com; "Shaheda Patel" <Shaheda,Patel@ey.com> 

Subject; Re: AMTD Dividend 

No, it is from an arrangement with a broker where they hold our shares in their 
name when the dividend is paid so they do not have to withhold tax due to 
Levered’s foreign ownership. 


Steve.Bokiess@ey.com 
02/21/2007 03:52 PM 

To 

Jeff rey ,Ligg itt@Ma verickca p .com 
cc 

Chad.Chisoim@maverickcap.com, "Shaheda Patel" <Shaheda.Patel@ey.com>, 

Steve. Bokiess@ey . com 

Subject 

Re: AMTD Dividend 


Are you receiving the "dividend" as a swap payment? 

Steven 1 Bokiess 

Ernst & Young, LLP 

Sears Tower 

233 South Wacker Drive 

Chicago, IL 60606-6301 

Phone: 312-879-6560 

Fax: 866-751-4482 

E-Mail: steve.bokiess@ey.com 


Jeffrey.Liggitt@Maverickcap.com 
02/21/2007 12:02 PM 


To 

"Steve Bokiess" <steve.bokiess@ey.com> 
cc 

"Shaheda Patel" <Shaheda. Patel@ey.com:>, Chad.Chisolm@maverickcap.com 
Subject 

AMTD Dividend 
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Hello - 

We have an issue we wanted to run by you regarding a dividend received in 
Maverick Fund II, Ltd, (Levered), 

In 2006, Levered received a $6 payment from AMTD which was classified as 50% 
dividend and 50% return of capita! based on AMTD’s calculations. Levered 
enhanced this dividend so ail it was treated as substitute dividend. We were 
wondering if you know of any way that we could treat some of the enhanced 
dividend as return of capital instead of ordinary income (since it was a sub 
dividend). We have not found anything that would suggest such treatment but it 
could be quite beneftciai from a tax perspective if we could justify a return 
of capital treatment. 

Any thoughts? 

Jeffrey Liggitt 
Maverick Capital, Ltd, 

300 Crescent Court, 18th Fioor 
Dallas, TX 75201 
Phone: (214) 880-4025 
Fax: (214) 880-4159 

Any U.S. tax advice contained in the body of this e-mail was not intended or 
written to be used, and cannot be used, by the recipient for the purpose of 
avoiding penalties that may be imposed under the Internal Revenue Code or 
applicable state or local tax law provisions. 


The information contained in this message may be privileged and confidential 
and protected from disclosure. If the reader of this message is not the 
intended recipient, or an employee or agent responsible for delivering this 
message to the intended recipient, you are hereby notified that any 
dissemination, distribution or copying of this communication is strictly 
prohibited. If you have received this communication in error, please notify us 
immediately by replying to the message and deleting it from your computer. 

Notice required by law: This e-mail may constitute an advertisement or 
solicitation under U.S. law, if its primary purpose is to advertise or promote 
a commercial product or service. You may choose not to receive advertising and 
promotional messages from Ernst & Young LLP (except for Ernst & Young Online 
and the ey.com website, which track e-mail preferences through a separate 
process) at this e-mail address by forwarding this message to 
no-more-mail@ey.com. If you do so, the sender of this message will be notified 
promptly. Our principal postal address is 5 Times Square, New York, NY 10036. 
Thank you. Ernst 8t Young LLP 
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Domestic. Dividend Enhancements 


1. General 

Current domestic dividend enhancements are done at UBS PameWebber. Stocks are borrowed from our account a 
few days before the ex-date of the dividend. UBS does a swap on their side with a third party to be held for 30 days. 
Maverick is able to freely sell die stock during this 30-day period, but any sale made reduces the stock loan interest 
from 90% of gross dividends to 85%.. The 5% reduction is used to cover costs associated with UBS borrowing other 
shares to cover our sale. Cost for sales are now the borrow costs of the securities sold (Market value * 40bps * 
# of days until swap termination / 360), 


2 . Financing 

When UBS borrows stocks set for enhancement, they replace them with cash collateral that is equivalent: to the 
market value of the stocks. A separate spreadsheet is prepared by Leon Garry (212-713-7863) to track the cash 
collateral per stock per fund. This spreadsheet is also used to calculate the margin interest expense associated with 
the cash collateral .loan. 

Leon will need instructions on where to send the collateral funds. The funds must be sent to an offshore 
primebroker account to keep this an offshore transaction. Currently, the options are UBS London (16USD1), 
Goldman London (17USD1), Lehman Brothers (18U-SD1), or Barclays Bank (20USD1 - not the Bank of New York 
instructions). Where to send the collateral depends on actual debit balances versus debit balance goals set on the 
daily PB report. Some juggling may be needed to keep everyone in a debit balance. 

Book the collateral wires as cash transfers from UBS PaineWebber New York even though no cash is sent from 
there (This creates a rec. item on the cash rec.) The wires are actually sent from UBS Cayman, but. since it’s a short- 
term loan and not our money, we just treat it as a rec. item. 

The sale of an enhancement stock or a mark to market on the value of the outstanding borrows are the two ways 
current collateral can change. They are booked on the UBS report as either a partial return (PT RTN COLL PHA) 
or a mark, to market (Mark to MKT C) as shown below. Adjust current dividend rec. items by adding tire collateral 
returned for partial returns, adding the collateral returned for negative marks to market, or by subtracting the 
additional collateral for positive marks to market. Make sure to adjust the specific rec. line that includes the stock. 
For instance: “PT RTN COLL PHA” would create an adjustment of positive $55,955,964 to the line rec. item which 
includes PHA. it would be titled “Dividend enhancements PHA, MO” or something similar. Make sure to adjust 
the amount, not type over it. 
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3. Month-end margin interest accruals. 

At each month-end, there is an accrual booked for die cumulated margin interest expense derived from die collateral 
loan. Leon will email the accruals upon request. Make sure the fed hinds open rates used are correct. Add the 
cumulated margin interest for all outstanding dividend enhancements. Book the amounts in the following entry in 
Total return: IM2.20 IMO 

700042 Margin interest expense XXXX 

3 10110 Margin interest payable XXXX 

Ref: Margin interesl-dvd enhance 

Put all die support in the month-end UBS folder. 


4. Booking dividends. 

UBS books two entries when dividends are paid. The first entry is the margin interest expense labeled “INT 
PWCAYMAN PHA” in the printout above. This amount is die total margin interest due for die collateral loan of 
PHA during the entire holding period. Leon will send an email for the calculation support Remember diat part of 
the interest has already been recorded, so only the portion of new interest should be booked against margin interest 
expense. The entry in Total Return includes three parts. .. the additional margin interest expense, the reversal of die 
interest payable, and die credit to UBS cash. The reversal of interest payable will be die amount accrued in die 
previous month-end. The amount will be on the interest sheet in the previous month-end UBS cash folder. 

Example: IM2.20 IMO - PHA is enhanced and shares are borrowed on 10/15. From 10/15 to 10/31. 
interest accrued amounts to $30,000. On 10/3 1, $30,000 would be booked in Total Return as a credit to 
310110 (margin interest payable) and $30, 000 would be booked as a debit to 700042 (margin interest 
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expense). Then on 1 1/15. the shares and loan are returned and UBS charges us the total margin interest 
amount of $50,000. $50,000 would be a credit to UBS cash, $30,000 would be a debit to margin interest 
payable, and $20,000 would be a debit to margin interest expense. 

700042 Margin interest expense 20,000 (additional interest expense not accrued) 

310110 Margin interest payable 30,000 (amount accrued previous month-end) 

13USD UBS Cash 50,000 (total interest expense) 

Ref: PHA irtrgn int exp 


The second entry UBS books is labeled “SUB PMT PHA ” This amount will either be equal to 90% or 85% of the 
total gross dividend. 70% of the gross dividend will be booked as a regular dividend (“ gross” with zero withholding 
- no tax was actually withheld) in Total Return. The other transaction in Total Return will be interest on stock loan 
(600021). The amount booked will either be 15% or 20% of the gross dividend depending if there was a stock sale 
or not. The two Total Return transactions should add up to the amount UBS pays. 


Example: On .10/15, PHA is enhanced with 1,000,000 shares with a gross dividend rate of . 10. No shares 
were sold during the enhancement period. On 11/15, shares are returned and UBS credits our account with 
$90,000. $70,000 (70% of gross $100,000) would be booked as a regular dividend with no withholding 
tax. $20,000 (20% of gross $100,000) would be booked as interest on stock loan. 


Sometimes not all the shares we hold get enhanced, so there could be a dividend paid outside the enhancement along 
with the dividend enhancement. In these cases, interest on stock loan is not affected, but the regular dividend entry' 
is modified. 


Example : On 10/15, PHA is enhanced with 1,000,000 shares with a gross dividend rate of .10. 100,000 
shares were outside of the enhancement on the night before ex-date. On the pay date of the dividend, UBS 
credits our account $ 10,000 for the gross dividend and debits our account $3,000 for the tax withholding 
(assuming LDC, Fund II will have a withholding rate of about 22%.) On 1 1/15, shares are returned and 
UBS credits onr account with $90,000 (no shares were sold). This time, the regular dividend entry will be 
different. $80,000 (70% of gross $100,000 plus 100% of gross $10,000) w ould be booked as a regular 
dividend with $3,000 withholding tax. The interest on stock loan entry' would stay the same. . .no additional 
shares were enhanced. 
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lanent Subcommittee 


i When: Tuesday. November 02, 2004 1 :30 PM-2:00 PM (GMT-05:00) Pastern Time 
j (US & Canada). 

1 Where: PB Conference Room (by PB desk in SFE corner of 2nd) 


I Thought it would be useful to qet us in a room for 20 mins to discuss the following; 

I 

| I know there are numerous discussions and work underway with Highbridge around 
| using Lehman Links for execution on their Utilities Fund. 

|| Since they PB with us, we are also in discussions with them around yield 
| enhancement on their long positions by using a CFD. This service involves tax risk 
! for tne firm wnich would be reduced if we can route their electronic trades direct to 
Si CFD instead of their PB account. Think we should get on the same page as to our 
i separate goals here and see if we can solve for both our issues. I hanks. 
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Horn: Ryan. Patrick D IpryaniTHehman com). Kem:ii.'29/ 

To: [ ■ \ Maynard iac jimaynardtakehman com}. 

Cc:[ ] Ryan Patrick D [pryan@tehmari.corn]. ■ 

Subject: FvV: Highbridge LPS I - 

i’T.' 

: Hi 'an 

I According to the email below, the 4 US securities below pay cash divs 
i but arc not subject to withholding since they are classified as hybrid 
j| securities (for tax purposes). That would mean a Cayman holder would not 
j; suffer 30% withholding and would have no incentive to hold the positions 
ji in a synthetic structure. Right now we are holding all of these 
p securities in an LPS for Highbridge (and they are on Net B/S). Based on 
I this information I would like to move the positions back to their PB 
| account but wanted to run it by you to see if 1 am missing something. 

| Would hate to do this and find out down the road that HB owe withholding 
i tax on the dividends. 

f! Would appreciate your thoughts on whether to proceed. 

| Thx 
| Paddy 


i > Original Message — 

i > From; Murray. Karen 
j > Sent: Friday, November 26, 2004 9:48 AM 
j > To: Black, Elizabeth; Baldassano, Matt; Ryan, Patrick D; Taxops 
] > Subject: RE: Highbridge LPS Basket 

! > Anthony, 

j i > 

j > The two remaining securities are tax exempt also 

: 1 > 

> Thanks 
| > Karen 

I j > 

> — Original Message — 

| > From: Murray, Karen 

| > Sent: Thursday, November 25, 2004 5:56 PM 
j > To: Black, Elizabeth; Baldassano, Matt; Ryan, Patrick D; Taxops 
: j > Subject: RE: Highbridge LPS Basket 

s I > 

j > Anthony, 

:■ I > 

I I > 816851208 SEMPRA ENERGY-8.5% PFD this 

I > pays a cash dividend, but is gross paying so the client will receive 
(I >100% 

■ i > 156700403 CENTURYTEL lNC-6.875% PFD 
i > this pays a cash dividend, we don't see this as gross paying, but I 
: i > will check 

I > 302571203 FPL GROUP INC FPL GROUP INC CORP UNITS this 
: ! > pays a cash dividend, but is gross paying so the client will receive 

ji > 100% 

Ji .. .. . , . , ... ..... ,. .... . 
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| > 370442717 GENERAL MOTORS CORP-6.25% PF this 
I > pays a cash dividend, we don't see this as gross paying, but I will 
| > check 

1 > 156700AH9 CENTURYTEL iNC CTL 4 3/4 08/01/32 
li > this is a bond - it pays interest. The client will receive 1 00% 

I > I'll advise on the two outstanding tomorrow as I need to check this 
I > with someone in NY 

| > Thanks 
Jj > Karen 

f > 

]| > Original Message — 

: ; > From: Black, Elizabeth 
j: > Sent: Thursday, November 25, 2004 3:35 PM 
| > To: Baldassano, Matt; Ryan, Patrick D; Taxops 
I > Subject; FW: Highbridge LPS Basket 


> Antony 

> 

> I have sent this mail to London who will check the cusips and tell you 

> if they are seen as interest payments or dividend payments 

> 

> If dividend payments then their USWT rate on real dividend income 

> received is 30% 

> If interest paymentes then their USWT rate on real interest income 

> received is 0% 

> 

> Thanks 


> Liz | 

> , I 

> — Original Message j 

> From: Demonte, Anthony V | 

> Sent: Monday, November £2, 2004 8:30 AM 

> To: Black, Elizabeth j 

> Cc: Ryan, Patrick D; Baldassano, Matt 

> Subject: Highbridge LPS Basket | 

> 

> « File; Bookl .xls » j 

> 

> Liz- j 

> The spreadsheet contains long positions for HB, which we currently buy 

> into a swap to enhance their yield for dividends. Can you have a look 

> at the top 5 to see if there is any withholding for a Cayman domiciled | 

> account. We are trying to identify trades where it makes sense to 

> leave long positions in their LBIE PB account. Without reducing their 

> yield. I 

> Thanks, | 

> AD 
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Verna Ramirez 

From: Donna Howe (DHowe@angeiogordon.com] 

Sent: Wednesday. August 11. 2004 8:34 AM 

To: George Fink 

Cc: Joseph Wekseibiatt 

Subject: Re: CFDs 


Hi George 

I understand that they settle in cash. However it does not appear that they are booked 
correctly, nor are they documented correctly. I've got a call into Lehman. We may need to 
change the way we deal with them. 

I'll keep you posted. 

Donna 

»> George Fink 8/11/2004 6:33:42 AM >» 
donna; 

all cfds‘ settle in cash, a cfd is used to circumvent the tax. 

»> Donna Howe 08/10/04 04 53PM »> 

All, 

I see a sycode SLRPRS CFD with Lehman that is booked in TPM as "PS" preferred stock. 
Obviously this gets booked as a cash instrument. How does it get confirmed? How do we 
notify Lehman in the trade upload process that this is a CFD rather than a security. I don't 
see any legal agreements for this. Do they margin us? 

Two examples of SLRPRS CFD trades are TRXNUM A4063713 on April 1, 2004 and A4O69046 
on April 13, 2004 in CVPF 

Thanks 

Donna 
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From: Sarah Robertson <SRobertson@angelogordon.com> 

Sent: Tuesday, July 1 8, 2006 8 : 12 PM (GMT) 

To: Michael Swotes <MSwotes@angdogordon.com> 

Subject: Notes from last meeting with Anthony Harpd. 


Meeting - February 28, 2006 
update mtg with Swotes and Harpel 

- team - working well together — can cover more ground - - ability to go deeper and cover more names — 
-event driven/special situations - 

less positions -more conviction - evolving more into a stock pickers model 
Can look overseas — UK, Germany , Hong Kong — 

-Contracts for Difference - used mostly in offshore fund - so we don't have dividend withholding 
CFD is probably about 20% of portfolio 


Redacted 

by 

Permanent Subcommittee 
on Investigations 
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1)0 U KNOW WHEN PACFY IS GOING TO SPFAK TO A.G. ABOUT UNWINDING 

THE C r 'J'5 INTO PB? 

Reply: 

i did some more digging, challenged the tax group on their 
first answer and it turns out the majority have partial 
withholding so need to stay in CFD. TYPICAL I 
Reply: 

! GUESS THE BIGGER QUESTION IS THEN,. IS PACEY GOING TO TELL 
GARY WOLF WE CANT PAY 100% 

Reply: 

don: think he has the nerve to! 


LBHIPSI00036738 
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r Tram Steven . 3 1 rorr ; an i;J Sent2. 

-f ' Baida ssano, Matt piatt : Baldassano@]ehinan. coni]. ' 

EEirzizi '"'ii'' zi' izzi. " '' ' ' i" r . . ... i it... i . r .. . : .*. 'i ' zt 

* - - ■ - . . 


1 1 > -—-Original Message — 

I > From: Okay, Bevin J 
1 > Sent: Wednesday, May 08, 2002 1 :37 PM 
| > To: Ryan, Patrick D; Story, Richard G 
| > Cc: Trommer. Steve; Pace. Alan; Dorman, Jeffrey S 
I > Subject: RE: SWAPS FOR ANGELO GORDON 


II > rich, 1 agree.... .if the positions are for longer term we can pay 
i > ioo%. 

I > I’d also like to take the short in CFD (if possible) to keep a hedged 
j > synthetic strategy. 

> Going forward, please keep me in the dialog up front as it doesn't 
; > look good that we offered 92.5% and then 

i > changed pricing. We will generally pay 100% on synthetics if there is 
: ! > a term financing element. Multiple 

i > dividend % for US stocks confuses the picture as swaps/CFD's are not 
i > subject to withholding unless the sole purpose of the trade 
I > is for dividend. 

| > thanks 

j > Original Message — 

1 > From: Pace, Alan 

; i > Sent: Wednesday, May 08, 2002 7:18 AM 
1! > To: Okay, Bevin J; Trommer, Steve 
| > Subject: FW: SWAPS FOR ANGELO GORDON 

i i > 

I I > fyi 

I : > 

> Original Message 

; j > From: Story, Richard G 

j > Sent: Tuesday, May 07, 2002 10:14 AM 
! > To: Pace, Alan; Dorman, Jeffrey S 
| > Subject: RE: SWAPS FOR ANGELO GORDON 
I > 

j > 1 think we have to do this to keep AG's business 
: ! > (if the prefs are long-term posns to be held > 3mths , but not for 
j > short-term trades over RD). 

j j > 

j > Db have given CQS 1 00% divs + 55bp financing sprd (so we know that AG 
I > could get this price also). 

i > Since AG is today 60bp sprd (L+40, 20bp GC s.loan), its just a case of 
j > structuring the swaps/CFD's 

j > — Original Message — 

I > From: Pace, Alan 
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> Sent 07 May 2002 ! 3 SI 

if > To: Story. Richard G; Dorman, Jeffrey S 
I > Subject: FW: SWAPS FOR ANGELO GORDON 

| > 

j what do you want to do? 

i \ > ; : 

■I > Original Message j; 

j > From: "rommer. Steve 
| > Sent: Monday. May 0G, 2002 3:0G PM 
j > To: Pace, Alan; Ryan, Patrick D 

> Subject: SWAPS FOR ANGELO GORDON 

j > Ga r y Wolf called regarding the swaps that was discussed on his 

> pref's. {j 

j > He said he is being quoted by other brokers on the street 1 00% 
j > dividend doing it via a total return swap as opposed to the 92.5% we 

> offered 

; > via C C D.. 

; > 

v i (9 said he would be looking to do this on his more long term 

> positions as opposed to one's that he knows they will be getting out 

> °*' I 

> He warts a call back tomorrow either way so he knows how and 

> with who to proceed 

> 

> Steve 
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: Byan' D [pryah@ieHmah-oaoii, : . ; 1 : : _ : ' ' r/ri.; 

lame ttaa ■ ■:{ homy cm jains- ■■ ihhemt on) 

OH) PrRssntrifcon. 


p James 

j Here is the CFD {Contract for Difference) presentation I was speaking 

Jj about. 

I The Lehman CFD is a unique and simplified version of a Total Return 
| Equity Swap that gives you all the economic upside/downside (price 
| movement, dividends and corporate actions) of a security without you 
T having a physical position in that security. What happens is that Lehman 
I will buy or short the security on its own books and pass the economics 
: I to you through the CFD, which is booked into your Prime Broker account 
I along with your physical positions. 

i The CFD is usually used for yield enhancement purposes (in this case we 
i hold the physical in a US entity and receive 100% of the dividend which 
i we pass to you through the CFD, whereas you would only receive 70% if 
| you physically owned the stock in the Highbridge offshore fund). The CFD 
i is also used to enable clients to trade UK securities without incurring 
j the 50bp stamp tax charge (Lehman London does not pay stamp tax since we 
I are market makers and therefore exempt). 

i Hope the presentation helps. Let me know if you have any further 
! questions. 

! Best regards 
| Patrick 

| «CFD’s presentation June 2003.ppt» 

Patrick Ryan 
Executive Director 
i Hedge Fund Services 
i > LEHMAN BROTHERS 
: 1*212 5267142 
i. Mob: 917 856 0503 
j * pryan@lehman.com 
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Demonic. Anthony V UidcmQnto@tOhman.com3; Sont:9 1.8005 8:00 AM 

BalcJassano. Matt : ;;aidassano@tchman comS; Maynard, la; 3 i 111 ayr 1 ard@iehman.CTi 1 ): Boiaco.ok Bos 


Demonte. Anthony V fademonte@tehman.com]. 


MC.tr- 


Spec nl Div coming up.. There is a shareholder vote on Oct 6th. the 
special div record date is not announced at the moment. 

HB looking for Yield Enhancement on a large position. We would need to 
do VS a Swap.. We can add to a existing LPS. They understand the way we 
would unwind the Swap. We need to be as competitive as possible. 

They are 98 bid away from Lehman, at the very least we need to match. 
The Counterpart offering 98 is UBS. Please keep there bid with UBS to 
yourself as I had to squeeze that information out of HB, they really 
weren't too comfortable with sharing that information. 

HB looking for a answer ASAP 


Anthony V. DeMonte 
Equity Finance, VP 
212-526-9025 
ademonte@lehman.com 
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Mata as y amcom . Sent: 10/25^004 4.5; 

Demonfe. Anthony V jademonu^lehman com] 




Go; if, th'-jnKs again, 


Jim 


| \ — Original Message — 

;jj From: Demonte, Anthony V 
I Sent: Monday, October 25, 2004 4:49 PM 
I To: Metaxas, James 
I Subject: RE: Trade Confirm 


fyi, the only reason for H8 to SWap is for yield enhancement, 
thx 


— Original Message — 

From: Metaxas, James 

Sent: Monday, October 25, 2004 4:48 PM 

To: Demonte, Anthony V 

Subject: RE: Trade Confirm 

Thanks, Anthony. 


Jim 


— Original Message 

From: Demonte, Anthony V 
Sent: Monday, October 25, 2004 4:46 PM 
To: Metaxas, James 
Subject: RE: Trade Confirm 


we will trade today, settle on the 28th Record is the 29th ...They are 
absolutely looking for the div 

thx 


| — Original Message — 

I From: Metaxas, James 
| Sent: Monday, October 25, 2004 4:38 PM 
| To: Demonte, Anthony V 
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Subject: RE: Trade Confirm 
Anthony - 


Are they due the dividends on this as is, or does it have to be a short 
settle? 


Jim 


— Original Message — 

From: Demonte, Anthony V 
Sent: Monday, October 25, 2004 4:19 PM 
To: NY EQ Swap MO; Prime Highbridge 
Subject: FW: Trade Confirm 
Importance: High 


all- 

I will book a new LPS Smart Ticket to represent HI4 


thx 


— Original Message- — 

From: Demonte, Anthony V 

Sent: Monday, October 25, 2004 4:1 6 PM 

To: Anthony Demonte; Daniel Kryzanowski; Erazo, Christina; 'Jordan, 

James'; Matthew Bowen; Michael Meys; NY EO Swap MO; Prime Highbridge; 
Thomas Regazzi 
Subject: Trade Confirm 
Importance: High 


Trade Confirm 
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Leh Code 

Counter-party 

Buy/Sell 

Account 

Desc 

Ticker 

Cusip 

Qnt 

Price 

Proceeds 

T/D 

S/D 

Basket 

Lehman Swap 
Buy from 

PB High Bridge UTIL (193) 
Alliant energy Corp 
LNT 

018802103 
178,209 
S 25.90 

S 4.615.613.10 
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LEHMAN BROTHERS 



April 24 th , 2001 
Maverick Capital 

Attn: Shaiyl M. Robertson, Parmer 
300 Crescent Court 
Suite 1000 
Dallas, TX 73201 


Dear Sharyl, 

It was a pleasure meeting with you, Michelle and Joe. As follow up to our meeting we are 
providing the following: 

❖ Credit and Financing 

Over the next two weeks, we propose a review with, senior Lehman Brothers credit 
executives to provide a fuller understanding of Maverick’s financial sirengtli. This meeting 
will help facilitate expanding of credit lines, setting collateral parameters, cross-netting, 
secured and unsecured financing facilities, and committed notice provisions. 

In addition to the above meeting, We also suggest Joe Manogue meet our Treasury group to 
gain more insight into Lehman’s funding process and die Equity Finance funding 
framework. 

❖ insurance Wrapper for Prime Brokerage 

Enclosed are official confirmations from Travelers Casualty arid Surety (AA Rated) stating 
that it has fully insured the net equity for LBIE prime brokerage clients. The coverage 
extends to assets held on behalf of all Lehman Brothers Prime Brokerage clients at all 
Lehman custodians and sub-custodians. The policy is available for full legal review with our 
London counsel. 

❖ Prime Pins 

Our Prime Plus product provides U.S. based hedge funds risk based margin lending with all 
the benefits of traditional prime brokerage including the insurance wrapper for added 
protection. Competitive products rc-class short securities into a principal stock loan which 
result in recall exposure and non-insured broker dealer credit. Added benefits of Prime Plus 
include “one account” processing and enhanced margin and interest reporting. 


I-BUMAN B&QTHBBi INC. 

. J WORU> FINANCIAL CENTER. NBW YCKULSiS UttSJ-OfiOO aaSMWHS 
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•I* Dividend Enhancement Solutions 

We have a variety of solutions using swap and securities lending vehicles for achieving yield 
enhancement. We propose Maverick provide us an Merest List on a weekly basis for 
possible enhancement trades which would result in quoted indicative pricing levels 

❖ Electronic Connectivity 

We would like to demonstrate our new client Web-portal Lehitianlive for both Maverick 
offices in Dallas and New York, Lchmanlive can provide Maverick personnel direct access 
to all Equity products including research, economics, prime brokerage, and portfolio 
analytics. 

Lehman Brothers also provides electronic trade connectivity via FIX protocol. Maverick Sail 
electronically transmit and. receive trade information directly from its order management 
system. We would like to demonstrate this connectivity in conjunction with the above 
lehmanlive demonstration. ' ' 

Our Securities Lending Desk can receive and transmit stock loan files via standard 
transmission method:;. A WEB solution is under development and will be available in July 
2001.’ We would like to discuss the current transmission methods and select tire best solution 
for Maverick. 

❖ Portfolio Management Systems & Prime Brokerage Reporting 

Our head of prime brokerage technology Gareth Quinn will be contacting you regarding the 
current portfolio management marketplace. Gareth has years of experience with most 
vendors and will demonstrate the Beauchamp software previously discussed. We will also 
make available resource ejqiertise with die GENEVA software product. 

We have recently developed a new suite of prime brokerage reports for June 5^ client 
delivery. Additional reports including accounting and P&L will be released laier this year 
via GENEVA. We will send you a sample of the new report suite May 1*'. 

<• Lehman Brothers Financials 

Enclosed are Lehman Brothers’ 2000 Business and Financial Review and our 2000 Animal 
Report. Highlights worth noting include: 

® Total Stockholders Equity of $S.6bil. 

• Total Capital of $43.8bil. 

• Total Assets of S225bil. 

• Conservative short-term debt profile of only 14% of total debt outstanding 
(GS @ 57% and MSDW @ 35%) 

• Short-term debt to net asset ratio of only 4% 

• Highest coverage of “less-liquid’ assets in industty of 427% (GS @ 249% and 

MSDW @241%) . 

• Lowest OTC credit exposure in industry of 100% (GS © 330% and MSDW @ 

w:%) ' \ 
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Lehman Brothers Prime Brokerage “Team Maverick” 

Attached is our dedicated Lehman Brothers jSfehat Prime Brokerage ‘\£©ain Maverick-'’ 
ednta&t Mst The team will customize their coverage specifically to meet Maverick 1 ® 
requirements. 

We are very pleased to have the opportunity to expand the Maverick Gapitah'Lehman Brothers 
business partnership and will formally present a comprehensive service and price proposal 
immediately after the above follow-up items are completed to Maverick's satisfaction I will call 
you m h few days to discuss the above issues and initiate the immediate next steps. 


/ 

scare 


Z Stragards, 

L ~.,^ — - — 

rd Bleclunan 
Managing Director 

Global Head-Global Prime Brokerage Group 


CC.: Joseph M. Managua 
Maverick Capital 
767 Fifth Avenue, 1 1* Floor 
New XOtk, m 10153 

ENCLOSURES 
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Lehman Brothers 

Team Maverick 

Global Prime Brokerage Gfrnp 

Senior Account Coverage 


Howard Blechman 

Global Bead - Global Prime Brokerage Group 

(2:12) 526-8645 

bbleebiti^lehmati-eom 

John Seyda 

Global Prime Brokerage Sales 
(212)526*0715 
jscyda^lehroan .coca 

Alan Pace 

Global Prime Brokerage Sales 

(44)207-260-2030 

apace@lehman.com 


Securities Lending Coverage 


Joe Pagano 

PrimatyU.S. Coverage 

(212) 528-0716 /Fax: (212) 526-6182 

jpagano@lehmamcom 

Steve Tromroer 
U.S, Coverage 

(212) 526*0025 1 Fax: (212) 526-6182 
stfommer@leiiman.com 

Patrick Ryan 

Primary European Coverage 
(44) 207-260-2445 
pryan@ldiman.c6m 

Craig Norton 
European Coverage 
(44) 207-260-2025 
cmorton@lelimaR.com 

BavidMoms 
Japan/Asian Coverage 
(813)5571-7133 
droorns@lehman.com 
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Glgbal Prime Brokerage * Client Service Coverage 


Jaekelvti Day 

Team Leader 

( 2 i 3 ism-tim 

jaciay@lehinan.coiT) 

Ell Stathatos 
U&- Primary Coverage 
(212) S26-7&& 
estathat@lehman.com 

Warrstn Reed 
Europe - Team Leader 
(M)20T-256,4242 : 
wreed@lehmah.chrn 

Carmen Cox 

Europe - Primary Coverage 
(44) 2O7-260~ 1 348 
ccox.@lehman.com 


Global Prime Brokerage - Client Technology Coverage 

Gareth Quinn 

Global Prime Brokerage Client Technology - Ijyndon 

(44)207-260-1503 

gaquirm@kfcman. com 

Norman Escoffery 

Global Prime Brokerage Client Technology - New York 

(212) 526-6246 

nescoffe@lehman.com 


. Global Equity - Cash Research Sales 

Eon Scfaanfele 
VS, Sales - Dallas 
(214) 720-9471 

David Be Laca, Chris Valli, Chris Mathews 
US. Portfolio Sales —New York 
(2:1.2) 526-7032 

John Snyder^ Peter Jar ck 
tuS.. Trading s Listed, OTC 
(21.2) 526-76 JO, 528-7055 
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Andy Gross, Robin Lowe, Britt Lintner 

International Sales, Trailing 

(212) 528-6308, 6306, (44) 207-260-3113 

Angel Ganzalez-SanfeHu 
Emerging Market Group Sales 
(212)528^8600 

Jay Elkins, Jamie Axford 
Hedge Fund Sales 
(212) 526-9X30 
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horn: Anlorielii. Christopher G jCAhtonoko'lehman.coRtT , .. SontaACOOS 1 :43 AM 

'o: j j Baldassano, Mai: [iv1aii.8a!daasano@loi!inan.coRil,. 


Subjers FW: Long Transfers. 

.. - — " ' ~~ '] 

: By the way, you should call jim chcn in dallas to discuss swaps. We 
I were going back and forth last week, but never connected. Since I'm 
1 here, I think you'd dc the best person to follow up with him. I think 
j they'd be open to putting some back on once they become comfortable with 
1 the fact that we’re not going to push them to sign a new isda. Also, 
j tel them about doing long swap/cfd business around record date items so 
j that they get enhanced div treatment on us stocks and so they don't have 
i to move them out to UBS as they have been doing. 

j His n,imbe r is. 

| Redacted by the Pcnruncm j 

| Subcommittee on Investigations 

:J; Talk to you later. I 


Original Message 

From: jim, chen@maverickcap.com [mailto:jim.chen@maverickcap.cum] 
Sent: Saturday, January 31 , 2004 2:07 AM 
To: Antonelli, Christopher G 
Subject: Re: Long Transfers 


Do you have a dividend enhancement product for long or short US equities 
in the offshore accounts? For the long US equities we only do it for 
our LDC account. For short domestic equities wo try to save on our 
dividend expense in our LDC and Fund II accounts. Let me know. 


''Antonelli. 

Christopher G" To: "'Jim Chen" 
< im_chen@maverickcap.com> 
<CAntonel@lehman. cc: 

com> Subject: Long Transfers 
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Jim, 

I notice that you transfer some of your long position out around their 
upcoming record dates to UBS. I imagine that is because of the dividend 
payment. Is there something we can do for you that they are? I'd iove 
to discuss if so. 


Thank you. 
Chris 


Christopher Antonelli 
Lehman Brothers 
Equity Finance 
>* 212 - 528-0700 
> * 646 - 758-4540 


This message is intended only for the personal and confidential use of 
the designated recipient(s) named above. If you are not the intended 
recipient of this message you are hereby notified that any review, 
dissemination, distribution or copying of this message is strictly 
prohibited. This communication is for information purposes only and 
should not be regarded as an offer to sell or as a solicitation of an 
offer to buy any financial product, an official confirmation of any 
transaction, or as an official statement of Lehman Brothers Email 
transmission cannct be guaranteed to be secure or error-free. 
r herefore. we do not represent that this information is complete or 
accurate and it should not be relied upon as such. All information is 
subject to change without notice. 
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From: Harrison, Kevin A |harr!Son#iet»mai 

To: j - 1 ' 


Redacted by the Permanent 
Subs, oinmittec on investigations 


Cc:i- 
»:c I ; l 

Subject FW. US Cayman 70“,. trace. 


> — Original Message 

> From: Story, Richard G 

> Sent: Monday, June 1 6, 2003 5:02 AM 

> To: Brier, Bruce 

> Cc: Maynard, Ian; Harrison, Kevin A; Bacanovic, Paul 

> Subject: US Cayman 70% trade 

> so for questions 1 and 2, it seems like you're saying there is no 

> alternative other than moving a person to HK ? 

> As you know, EFG doesnt have any employees in HK today so there is a 

> fairly large admin cost of moving somebody 

> from say T okyo (but its obviously feasible considering the PL we are 

> talking about). 

> 

> Lets explore if a hybrid situation could work between HK/Tokyo : 

> 1 . can the person travel to HK to execute the trades, but still live 

> mainly in Tokyo ? 

> 2. If not, what is the minimum time required to be spent in HK per 

> annum ? 

> 3. can you clarify exactly what that person will have to physically do 

> for each trade (in order to minimise US Tax risk) ? 

> 

> — Original Message — 

> From: Brier, Bruce 

> Sent: 13 June 2003 18:57 

> To: Story, Richard G 

> Cc: Maynard, Ian; Harrison, Kevin A; Bacanovic, Paul 

> Subject: RE: US Cayman 70% trade 

> 

> Richard 

> 

> Let me try again with some comments. Please read italics see below, 

> 

> Bruce 

> 

> — Original Message — 

> From: Story, Richard G 

> Sent: Friday, June 1 3, 2003 3:42 AM 

> To: Brier, Bruce 

;■ Cc: Maynard, Ian; Harrison, Kevin A: Bacanovic, Paul 

> Subject: RE: US Cayman 70% trade 

> 

> thanks Bruce - this all makes sense. 1 hreo questions : 
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I, - 

| > 1 . Is it critical to have the person in HK (because its a 70% 

| > jurisdiction) as opposed to Luxembourg (a 70 or 85% jurisdiction 
I > dependent on whether SICAV or FCP)? 

| > We have an EFG salesperson in Lux as of last week for EUR div. 

|j > trades, but nobody in HK today, so could do Lux tomorrow but HK would 
| > take a bit of work. The reason for the bodies is to thwart any 
I > argument that these entities are non-substantive shells. If a tax 
| > authority successfully argued this withholding and other taxes could 
I) > be due. Luxco is a separate entity which needs its own staff. Cayco is 
I > a division of Hong Kong for US tax (check the box) which is why the 
i > body can work in Hong Kong or Cayman. 

I > 

j; > 2. if it has to be HK, do they need to be resident in HK or just 
I > employed by a HK company ? EFG employees resident in Tokyo are 
jj > employed by LBJ but 

i > |m pretty confident we can arrange fairly easily to switch their 
ij > legal employer to an LB HK co. Maximum reduction in US tax risk if 
I > resident in Hong Kong. Moreover, if person stayed in Japan HK entity 

> could be considered to have a Japanese branch. 

> 3. Can you explain the LBSF safeguard point you raise - not heard 

> about that one ? The safeguard issue is as follows: IRS is could 

> argue US withholding tax is due either on the in lieu made by Cayco or 

> the swap payment made by LBSF. This safeguard applies to the swap 

> payment. While the general rule is no withholding on swaps the IRS 

> could argue that LBSF is a agent for Cayco and the dividends collected 

> by LBSF are really for Cayco's.fi.e., the swap payment was in fact a 

> dividend payment). One existing safeguard is the use of baskets 

> instead of swaps. In addition to the basket safeguard I proposed 

> having LBSF sell and swap back so that LBSF receives swap payments 

> instead of actual dividends, if the IRS used the agent argument there 

> would be no withholding since Cayco oouid receive swap payments 

> directly. Unfortunately we have some regulatory issues here I am 

> analyzing. 

> 

> 1 hope this helps clarify the issues, 

> 

> Bruce 

> 

> — Original Message — 

> From: Brier, Bruce 

> Sent: 12 June 2003 22:09 

> To: Story, Richard G 

> Cc: Maynard, Ian; Harrison, Kevin A; Bacanovic, Paul 

> Subject: RE: US Cayman 70% trade 

> 

> Rich 


Attorney Clien t Privilege 
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||! Attorney Client Privilege 


> Regards, 

> 

> Bruce 


> — Original Message — 

> From: Story, Richard G 

> Sent: Thursday, June 12, 2003 12:40 PM 

> To: Brier, Bruce; Maynard, ian 

> Subject: US Cayman 70% trade 

> 

> Bruce 


IAttorney Client Privilege 


> Reason I ask is that we are getting very close to having large jj 

> new supply available whicn would' take us 

> above our current approved Risk limit of $25m (per Tax dept 

> definition of Risk Limit of the 15/30% WHT) : 

> i : 

> 1 ) currently utilising $1 2m of Risk Limit @ Jun03 split : j 

> SGI 3700m @ 2.5% yield of 70% Dublin stock = $5m 

> BGI - S500m @ 2.5% yield of 85% Tokyo stock = $2m 

> San Paolo ■ $700m @ 2.5% yield of 70% Lux stock - $5m 
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j 

i > ") potential utilisation within next 4 weeks of $37m of 'Risk 
> spilt : j 

| > J e M - J3bn of 2.5% yielding 70% Lux stock = $22m 
! > Citi - $2bn of 2.5% yiedling 70% Lux stock $14m 
: > SS $?00m 2.5% yielding 70% Dublin stock »$1m 

| > Having just spoken to Jeff on the topic, we think its probably 

i > ar appropriate time to present a 1 -pager to 

|. > Joe Monico & Ian Lowitt on the trade to get thoir formal 

j > approval to raise the limit. What are your thoughts 

j > on this and what do you see as the obstacles in getting $50-100m 

j: > limit approved ? j 

I > Rich 

J „ | : 
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H >" 

wecker, Jeff fjwecker#febman comf 

»:1I j 

Story, Richard -G |rstary@iehman coml. 

iilftii 


Bcc s 1 


Subject: 

RE: CoFtcfei^fls of US div meeting, 

1 Rich, 


ji I read the note that you recently sent regarding div pricing at 
I competitors. Are all the major competitors in the yield enhancement 
| game? If not, who really competes for this business. Who are the 
biggest in the hedge fund client space? 

| Jeff 

| > — Original Message — 

I > From: Story, Richard G 
I > Sent: Tuesday, January 25, 2005 7:1 1 AM 
I > To: Okay, Bevin J; Harrison, Kevin A; Maynard, lan; Wecker, Jeff 

I > Subject: RE: Conclusions of US div meeting 
: I > 

j > Borrow via Cayman is considered by Tax dept to be lower risk than CFD 

I I > in LBiE, so this is no.1 preference if 

j > Its operationally possible for Fortress to lend us their long posns ? 

I; j > 

j > Either way, suggest you show them 90% as a div. price on longs 


> — Original Message — 

> From: Okay, Bevin J 

> Sent: Monday, January 24, 2005 3:58 PM 

> To: Story, Richard G; Harrison, Kevin A; Maynard, ian; Wecker, Jeff 

> Subject: RE: Conclusions of US div meeting 

> 

> Kovin brought me up to speed on Fortress discussion. 

> Please let me know what I can do. 

> 

> My thoughts: 

> - We have CFD's docs in place with Drawbridge Quantitative Strategies 

> so should be easy to rep. 

> - if we go down the road of CFD, Fortress would need to understand 

> that they relinquish control of the underlying (ie no votes, execution 

> discretion, reporting etc) and can only give Lehman unwind levels for 

> the CFD, that's it. 

> - Not sure of the term of the trade but longer the better. 

> - Better fact pattern that Fortress business is very broad across 

> capital markets and not just this type of trading. Prime brokerage 

> relationship includes div, non div names, US, UK, Asia, futures, etc 


| > — Original Message— 
3! > From: Harrison, Kevin A 
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I > Sent: Monday, January 24. 2005 10:25 AM 
j .. To Okay. Bovin J 

I > Subject: FW: Conclusions of US div meeting 


j — Original Message — 
j > From: Story, Richard G 
j > Sent: Friday, January 21. 2005 11:32 AM 
j > To: Wecker. Jeff; Harrison, Kevin A; Maynard. Ian 
I > Sucject: Conclusions of US div mooting 

1: > i : 

| > Jeff, Kevin 

j > 1) Fortress client discussion - i think Bovin is tho coverage person 
j > to join this call ? 

j > 2) decision on clients to re-mark from 100% to say 85-90% - did John 

I > want tc do this for stat clients or PB clients also ? j 

:j; > Rich j 
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From: 

Sent: 

To; 


Cc: 

Subject: 

Attach; 


Thomas, Alan (1ED) <AlanThomas@morgaiistanley.com> 

Wednesday, July 2 1, 2004 1 :59 PM 
epm <epm@morganstanley.com>; Boak, Kathleen (IED) 
<Kathleen.Boak@morganstanley.com>; ssgna <ssgna@morganstanlcy.coni>; 
mmhotwire <mmhotwire@morganstanley.com>; glbstraders 

<gl bs traders@morganstajiiey . com> ; nyiedhedge <nyiedh edge@morganstanley.com>; 
nyebdesk <nyebdesk@morganstanley.com> 
fpgswaptrading <fpgswaplrading@morganstanley.com> 

MSFT Total Return Swaps - FOR INTERNAL DISTRIBUTION 
Message TexLtxt 


Here are the main points regarding total return equity swaps on MSFT: 

WHY 

— Offshore funds are subject to withholding tax of up to 30% on cash dividends from US stocks 

— Morgan Stanley can enhance the dividend payout from 70% to 100% through a total return equity swap 

-- This is a great opportunity to highlight an application that is relevant to all dividend-paying securities (not 
just MSFT) 

WHEN 

— The record date for the Special Cash is 1 1/1 7/04. We can enter into the transaction at any time, but should 
aim to do so no later than 1 1/12/04, for regular way settlement In other words, there is time, but often the first 
call gets the trade 

COSTS 

— Fees on the swap are the same as commissions on the underlying securities 

— If client already owns MSFT, Morgan Stanley will purchase the stock and enter into a swap transaction with 
no commissions up-front 

— Financing is the same as PB’s "debit" rate 

— If client is not PB’cd at Morgan Stanley, the Financing rate will be competitive with the debit rate at the 
client's PB 

— If the client does not use leverage, the client has the option to fully collalerize to reduce the financing cost 

— BOTTOM LINE - The incremental cost of having a swap versus owning MSFT is either zero or minimal 
depending on the client's situation 

CONTACTS 
Equity Product Marketing 
Kevin Nowlin [PB] x2-53 19 
Jeff Penney x 1 -8670 
Venk Lai x 1-5974 

Adam Langsam [Chicago] 3+726-4342 
Bill Miller [Boston] 3+856-8781 
Paul Zabaletax 1-8603 
Tiffany Smith x 1-5478 

NY-Equitv Sales 

Kathy Boak [Research Sales] xl -9035 
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c 212-761-8805 

Alan, Scott, Matt, Larry, and Oleg 

For those interested, please see "Other Swap Q&A" section below. 


Thanks, 

Alan 


Other Swap Q&A [primarily for Hedge Funds that are PB'ed with MS) 

□ How are margin requirements different between PB and Total Return Equity Swap Transactions? 

- As long as the "Bridge Agreement" is executed, there will be no difference in the requirements 

□ How is margin / collateral reporting different between US equities in PB and Total Return Equity Swap 
Transactions? 

- As long -as the "Bridge Agreement" is executed, the swap positions will be included in the PB margin reports 
along with the equity positions. The collateral that is systematically moved to a separate collateral account will 
be reflected on a separate interest report which is very similar to the PB> interest reports. 

□ What additional costs are there with Total Return Equity Swap Transactions? 

- There are no costs beyond those incurred when trading and holding Ln PB the underlying securities 

- Fees on the swap are the same as commissions on the underlying securities 

- Financing is the same as PB's "debit" rate 

D What percentage of the dividend will the Total Return Equity Swap Transaction pay? 

~ ln contrast to the 70% (30% withholding) of the dividend that is received on the underlying securities, the 
swap will pay 95-100% of the dividends. 

D What credit exposure is associated with Total Return Equity Swap Transactions? 

- Performance under the equity swap transaction agreement is the obligation of the parties to that agreement 
Therefore, the parlies are subject to credit risk to each other. 

- Monthly resets are the standard, and go a loog way to reducing the credit exposure. 

□ How are Total Return Equity Swap Transactions reported? 

- Transaction, position, dividend, financing, and corporate action data is available through ClientLink, and in 
a format that is veiy similar to the PB reports. 

□ Who will cover my client service needs for Total Return Equity Swap Transactions? 

- The same PB representatives that cover your needs today are well-versed in equity swaps and can handle 
related issues. 

□ How do 1 terminate a Total Return Equity Swap Transaction and use a different broker to MS for executions? 

- The client may short shares through another B/D. MS will then sell to the client the underlying securities to 
cover the short and terminate the swap. 

□ What documentation is needed prior to entering into Total Return Equity Swap Transactions? 
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' — Master 3SDA Agreement - contains general terms of swap transactions 

— Credit Support Annex - contains collateral related terms 

— ATS Annex - allows for Trade Activity Reports to be delivered and introduces the concept of deemed 
confirms (only initial confirmation needs to be executed), and therefore substantially simplifies the 
documentation process around equity swaps [Optional] 

— Bridge Agreement - allows PB to set collateral requirements on the combined equity and swap positions 
[Optional] 


This is not an offer (or solicitation of an offer) to buy/sell the securities^ instruments mentioned or an official 
confirmation. Morgan Stanley may deal as principal in or own or act as market maker for secimties/instniments 
mentioned or may advise the issuers. This may refer to a research analyst/research report Unless indicated, 
these views are the author's and may differ from those of Morgan Stanley research or others in the Firm. We do 
not represent this is accurate or complete and we may not update this. Past performance is not indicative of 
future returns. For additional information, research reports and important disclosures, contact me or see 
https://secure.ms.com . You should not use email to request, authorize or effect the purchase or sale of any 
security or instrument, to send transfer instructions, or to effect any otter transactions. We cannot guarantee 
that any such requests received via email will be processed in a timely manner. This communication is solely 
for the addressee(s) and may contain confidential information. We do not waive confidentiality by 
mistransmission. Contact me if you do not wish to receive these communications. In the UK, this 
communication is directed in the UK to those persons who are market counterparties or intermediate customers 
(as defined in the UK Financial Services Authority's rules). 
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CRM (MOORE CAPITAL) - Microsoft total return equity swap / Moore Capita! 
Cox, Byron 

From: Brennan, Daniel (IED) Paniel.Bf6nnan@morganstanley.com] 

Sent: Monday, August 09, 2004 1 :59 PM 

To: Thomas, Alan (IED) 

Subject CRM (MOORE CAPITAL) - Microsoft total return equity swap / Moore Capital 
MORGAN STANLEY CIS Cali Report 

FOR INTERNAL DISTRIBUTION ONLY 


SUBJECT: Microsoft lota] return equity swap / Moore Capital 
DATE: Aug 9 20M TIME: 8:OOAM 

AUTHOR: Daniel Brennan 
LOCATION: 


TYPE; Client Marketing (Phone Out) CLASS: Futl Note 


CLIENTS: MOORE CAPITAL 
MOORE CAPITAL 

CLIENT ATTENDEES 


Michael Melnick, ClO/Equil MOORE CAPITAL ' +1 212 7827503 

William Scazzero MOORE CAPITAL +1 212 7827356 


MS ATTENDEES 

Kathleen Bank, Managing Di IED 
Daniel Brennan, Executive IED 
Shaun Fallon, Execuuve Di IED 
David Frost, Vice Prcsiden IED 
Roy Marlins, Executive Dir IED 
Scott Ragovin, Executive D PBRK 
Alan Thomas, Executive Dir IED 


+1212 761-9035 
+1 212 761-5578 
+1212 761-5700 
+1212 761-5259 
+44 20 7425-668 
+1 212 762-5105 
+1 212 761-8805 


CONFIDENTIAL SECTION 


(ATTENTION: Confidential information should only he communicated in accordance with 
the need-to-know principle. Only those MSDW employees: (i) who have a 
legitimate business justification in connection with his or her duties 
to know the confidential information and (ii) have no responsibilities or 
duties that are likely to give rise to a conflict of interest (or appearance 
thereof) or the misuse of the information should have access to it. 

Materia! non-public information may not be communicated to sales, trading, 
research and investment management personnel without Control Group 

1/18/2008 
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CRM (MOORE CAPITAL) - Microsoft total return equity swap / Moore Capital 

pre -clearance.) 

Spoke with Bit! Scazzero who works on Moore’s trading desk to ascertain 
usefulness of the MSFT total return equity swap for Moore Capital. Bill 
informed me that Morgan Suoely and Moore Capital frequently transact such 
swaps to maximize returns given offshore status and dividend withholding 
issues and that these issues are mostly taken care of our Prime Brokerage 
group and Moore's back office. Scon Ragovin referred me to Roy Martin from 
our London financing team, who indicated that he spoke v recently with Tony 
Gallagher (Moore Dir of Operations) and his assistant Sal Beleno on, 
amongst other items, the MSFT total return swap. Since the start to end 
execution or the MSFT swap will be different from other dividend total 
return swaps we do with Moore, its a bit more complex As well given Moore 
Capital trades in and out v frequently, it may not be beneficial for this 
trade to be entered into. Given some spec i al status attached to the MSFT 
trade, Alan Thomas thought it may make sense to pitch the M SFT trade 
dentils to someone at the PM or trading side vs relying on the operations 
group. 1 have let Mike Melnick and Bill Scazzeio aware of the basic issues 
and offered up a conversation with our financing team Id drill into the 
runrt Will look to set up a coll with our financing team pending interest 
from Moore. 

DISTRIBUTION 

Jon Blum (jblum) 

Kathleen Boak (boak) 

Daniel Brennan (dbrcnmn) 

Matthew Desalvo (mdsalvo) 

Shaun Fallon (falloos) 

Malachi Flanagan (flanagan) 

David Frost (fiostd) 

Robert Karofsky (karof) 

Roy Martins (martins) 

Scott Ragovin (srsg) 

Marc Robert (marre) 

Alan Tbomas (aihoraas) 

Raymond Tierney (rya) 

Call Report E-mail Subscribers 


I/I 8/2008 
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From: Penney, D. Jeffrey (IED) <Jeff.Penney@morganstanley.com> 

Sent: Thursday, July 22, 2004 8:34 AM 

To: epm <epm@ms.com>; dmds <dmds@ms,com>; Boak, Kathleen (IED) <boak@ms.com> 

Cc: Portogallo, Richard (IED) <iport@ms.com>, Lalli, Steve (EFS) <laIli@ms.com>; fpgny 

<fpgny@ms.com>; fpgln <fpgln@ms.com>; Kermisch, Jamie (IED) <j amiek@ms.com> 
Subject: MSFT div timing 


Please note: 

This trade is more urgent than people are assuming. It should be traded NOW. Here’s why: 

Although the special is slated for November, we do NOT want to put on trades close to record date. Tax risk increases dramatically. 
The trade should be put on well in advance of the record date. 

There is also a regular dividend in August, which presents a perfect opportunity to get positioned in advance of the special. 
Furthermore, we don’t want to trade on top of that record date, either. 

Bottom line, this is CURRENT BUSINESS, over the next 2-3 weeks. Please do not let clients become complacent 
Finally, feedback from Goldman Sachs PB clients is that they have NOT heard from Goldman on this. We have first mover 
advantage and need to close. 

Regards, 

Jeff 
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ll is the primary responstoility of any business looking to enter transaction on behalf 
of Cayco to ensure that these Operating Procedures are completed with. Any 
transaction that (toes not comply with any of the terms of these Operating 
Procedures represents a ‘new structure’ and requires a sign off from the support 
areas listed in 5. below (or, where indicated, the specific support area mentioned). 

General Restrictions 

1 . Senerally, Cayco is a thinly capitalised company and cannot absorb losses. 
Any transaction proposed tor Cayco must take this into account, including 
where any profit or loss on the transaction will reside. The business unit 
controllers and the legal entity controllers should be involved in any such 
proposals. 

2. Cayco should never hold long stock positions. All securities should be sold, 
loaned or delivered out of Cayco intra day. 

3. Cayco must not enter Into stockiending arrangements direct with MSIL. if stock 
needs to be lent to MSIL, any stock should be lent to MSKG and MSKG should 
onlend the stock to MSIL An exception may be granted to this rule for 
deliberate monetisation trades; in such cases, a sign off should be sought on a 
case by case basis. 

4. Surplus cash in Cayco must not be lent to any affiliate or entity in the US 
without the approval of the Tax Department (because of s.956 (deemed 
dividend) problems). Ary such cash may be lent to MSIL but only for a 
maximum of 364 days (otherwise there are interest withholding tax problems). 

5. If Cayco (I) is to enter into derivative transactions (including options and 
swaps); or (ii) is to have equity exposure (i.e. they are not delta flat), 
dispensation should always be obtained from Law & Compliance, Tax 
Department, Regulatory Capital controllers and the legal Entity controller. 

Specific US Restrictions 

6. Cayco may sell stock positions to US institutional investors, using MS&CO as 
agent and follow rule 1 5a-6 procedures. 

7. Cayco may not enter into slock lending transactions with any US counterparts 
unless that counteipart is a registered US broker-dealer or bank lending for its 
own account and as agent for its customers. 

8. Cayco may not purchase securities from any person in the US other than a US 
broker-dealer or bank. 

9. Cayco may not enter into derivatives transactions with any US person. 

10. Cayco may not carry out any repo activity with any US person. 
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1 1 . Cayco may not source coDateral from MS&CO or from any customer whose 
account is carried at MS&CO (directly or indirecfly through MSiL). 

12. Cayco may not lend US equities against cash collateral unless the cash is 
equal to at least 200% of the value of the US equities or the borrower provides 
Cayco with a "permitted purpose’ representation. 

1 3. Cayco may not carry out any advisory business. 

14. Cayco may not invest in futures. 

15. Cayco must maintain its books and records in accordance with the US GAAP 
and in a fair and consistent manner. 
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“ Redacted by the Permanent 
, Subcommittee on Investi gations 



"SANJAY MADAM, 
DEUTSCHE BANK 
SECURP 

<SMADAN@bloomberg. 

net> 


To: Andrea Leung/NewYorVDBNA/DeuBa@DBNA 
cc: 

Subject: SARAH WAS GOING TO LEAVE YOU A MESSAGE FROM ME. 
DETAILS ON 


10/15/2004 04:12 PM 


SARAH WAS GOING TO LEAVE YOU A MESSAGE FROM ME. DETAILS ON THE 
QUESTION IF I T HELPS- 

AT PHOENIX INVESTMENT PARTNERS OWNS 400,000 SHARES 
T>F MS FT . ~ THE SPECIAL DIVIDEND PAYABLE IN MID NOV WILL CAUSE HIM 
ACCOUNTING ISSUES. HE SAYS THEY WILL HAVE TO TREAT THE $3 DIV 
AS A ’RETURN OF CAPITAL' WHICH WILL CAUSE THEM TO HAVE TO 'AMEND 
1099'S' . HE IS LOOKING FOR A WAY TO MAINTAIN EXPOSURE TO MS FT 
BUT AVOID THE DIVIDEND PAYMENT. ARE YOU THE RIGHT GUY TO ASK AB 
OUT POSSIBLE DERIVATIVE SOLUTIONS? THANKS. KEITH 


This has been prepared solely for informational purposes. It is not an offer, 
recommendation or solicitation to buy or sell, nor is it an official 
confirmation of terms. It is based on information generally available to the 
public from sources believed to be reliable. No representation is made that it 
is accurate or complete or that any returns indicated will be achieved. 

Changes to assumptions may have a material impact on any returns detailed. 

Past performance is not indicative of future returns. Price and availability 
are subject to change without notice. Additional information is available upon 
request . 
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Paul Busby@DBNA To: JP Muir/NewYork/DBNA/DeuBa@DBNA@DE U BAfNT 

cc: Andrea Leung/NewYork/DBNA/DeuBa@DBNA, EPS-NA, Richard 
09/16/2004 08:49 AM Kennedy/NewYork/DBNA/DeuBa@D8NA, Adam 

York/NewY ork/DBMA/DeuBa@DBNA, Edwin 
Subject: Re: Extraordinary Dividend Rules and Microsoft One-Time Dividend^ 

FYI-- 

We afe in the process of determining hedge fund demand for "All In" enhancement to clients and our own 
proprietary trades with Simon Pearson. We'll be hopefully sitting down as a group in the next week to 
outline our plan of action on 70% dividend liability underlying. 


Paul Busby 
Director 

Globa! Equity Prime Services 
Securities Lending 
Tel 212 250 5766 
JP Muir@DBNA 


JP Muir@DBNA 
09/16/2004 08:37 AM 


To: EPS-NA, Richard Kennedy/NewYork/DBNA/DeuBa@DBNA, 

paul.busby@db.CDm, Andrea Leung/NewYork/DBNA/DeuBa@DBNA 

cc: 

Subject: Extraordinary Dividend Rules and EE2S35E8 One-Time .Dividend 


perhaps useful info.... 

Forwarded by JP Muir/NewYork/DBNA/DeuBa on 09/16/2004 08:33 AM 



«EmslYoung.NYFSO@ 

ey.com> 

09/14/2004 05:21 PM 
Please respond to 
ErnstYoung.NYFSO 


To: JP Muir/NewYodt/DBNA/DeuBa@DBNA 
cc: _____ 

Subject: Extraordinary Dividend Rules and One-Time Dividend 


As expected, the "qualified dividend" rules enacted last year have affected more than just the tax 
rate applicable to many dividends. The reduced tax rate on qualified dividends also has 
encouraged corporations to maintain or increase their dividend payments to investors. 

Please click here to read more about Howard LcventhaPs and Joe Bianco's comments. 

Please click here to update your personal profile. 

Please click here to refer a colleague to receive the Ernst & Young Hedge Fund Tax Alert- 
Important commercial c-mail notice: 

• This e-mail may constitute an advertisement or solicitation under US. law, if its primary purpose is to 
advertise or prompte Emsl & Young LLP’s products or services. Our principal postal address is 5 Times 
Square, New Y ork, NY 1 0036. 


• Please click here to remove this e-mail address from the subscription list for this alert 
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• Use the link below to opt-out if you would prefer not to receive any advertising or promotional email from 
Ernst & Young LLP (except for Ems! & Young Online and the ey.com website, which track e-mail 
preferences through a separate process). Your e-mail address will be immediately removed from our central 
mailing list for newsletters and alerts, and all e-mails from Ernst & Y oung LLP designated as advertising or 
promotional will be automatically blocked as soon as necessary modifications to our ©mail system are 
completed. 


Click here to remove yourself from all Ernst & Young commercial emails 


The information contained in this message may be privileged and confidential and protected from 
disclosure. If the reader of this message is not the intended recipient, or an employee or agent 
responsible for delivering this message to the intended recipient, you are hereby notified that any 
dissemination, distribution or copying of this communication is strictly prohibited. If you have 
received this communication in error, please notify us immediately by replying to the message 
and deleting it from your computer. Thank you. 
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Prepared by Andy Pettit, Global Product Development 


PROJECT: DBIL Rehypothecation: U.S. Record Date Availability Projection 

Conference Cali 

Tuesday, February 6, 2007 
Attendees: 

Laurence Pillon (London) 

Simon Pearson (London) 

Don Copans (NY) 

SuiMin Zhang (NY) 

Andy Pettit (NY) 

Background: DBIL (Jersey) executes “blind” rehypothecation trades with U.S. PB 
clients for dividend capture purposes that run over record dates. 

Issue: PB clients recall U.S. dividend stock prior to record date. 

Goal: To identify clients that are likely to reduce their eligible U.S. stock positions prior 
to record date. 

Current Process: SuiMin sends file 10 days prior to record date of holdings of the 
identified U.S. equities by client alias (client is not disclosed). 

Working Solution: Utilizing CPort data, SuiMin will retrieve the 10 days prior to the 
last two record dates, going back 6 months, of the U.S. dividend stocks identified, of the 
positions held by PB client aliases. Priority order will be those U.S. stocks going record 
in the next thirty days. This data will be sent to Simon Pearson for analysis. 

Next Steps: 

1) Deliver historical U.S. dividend stock holdings report to Simon Pearson. 

2) Simon will analyze and determine if the data is meaningful. 

3) PHASE I - If data has value, SuiMin will construct process to deliver historical 
U.S. dividend stock holdings history report by client alias 10 days prior to current 
record date for each applicable issue. 

4) PHASE II - Develop correlation analysis by client alias by issue of 
trading/holdings trends. 

Next Follow-up Meeting: Tuesday, February 13, 2007 
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Application It): 
Product Area: 


l AB {Q4293-1 
Prime Service. 1 ; 


New Product Application 
Request Date: 
Product Name: 


Status: 


Approved 


Requestor: 


Paj:c t uf 

37 Jan 2005 

DBIL Sec Lending ' SLK 

Structure 

Natasha Manning 


Application Form for CIS 


SECTION l. BASIC DETAILS 


General 


Iteq ucstOr Nome : Natashn Manning 

Delegate Requestor Name: Natasha Manning 
Requestor Location: Channel Islands 

R usin css Sponsor Sitnon-Gef Pearson 

Required Start Date: 27 .Ian 2005 

Orignal Required Start Date: 


Business Line 


Group Division: 
Business Division: 
.Business Area: 
Product Aren: 

Dusk/Dept: 


CIB 

Global Markets 
GM Equity 
Prime Services 
Offshore Group Banking 

Division 
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Pune 2 «: 


NPA Category 

NPA Category: Enhancement Enhancement To: ABI(»4293-Scvot'nie>- 

LendingrBorrownij* in DBH. 

Support Groups Contacted 

DB Ldn Global Equiiies;DB Ldn Prime Brokera«c:'rax;Coi«n>lHng;Oiwraiions:C:rcdjt; Legal: Treasury - already 

signed off by mat! in Oct 2004 

SECTION 2. PRODUCT DATA 

Product Name and Description 

Product Name: DB1L See Lending / SEP 

Structure 

Product Description: This is an alternative structure to the Securit cs Lending transactions approved for 

DBIL. Tins request ibr approval wrill essentially be for only one half of the previously 
signed off structure although we request that everyone re-sign Ibis NP A just to 
formalise matters. DBIL will borrow US securities from an institutional investor as 
well as entering into the following transactions - sale of equity to tltc market, OTC 
derivative (option or forward). The securities lending transaction fails under the 
existing NT A. The additional approval is sought for the derivative component of the 
transaction only. The introduction of DBIL to the Securities Lending and OTC 
derivative environment will enhance existing DB Group activity in this marketplace 
Institutional CbenlCounterparty credit approval will be driven by the Securities 
Lending Marketing Team. Global Equities, but will also require approval by the 
Offshore Group Credit Committee within DBIL, Jersey Front office activities will be 
undertaken by the Wholesale Desk within- the Jersey Banking Division. DBIL Jersey 
will operate a Prime Brokerage account with DB London to facilitate the transaction. 
The operation of this account will be covered by PB documentation between DBIL 
Jersey and DB London. Back Office functions will be facilitated via the Prime 
Brokerage account. Trade support and middle office functions will be performed by 
DB London under an agreed SLA. Please see attachment Tot detailed product 
structure. 

Product Classification 

Product Type: STRUCTURED Asset Class: Equity 

TRANSACTIONS 

Exchange Details 

Exchange-'OTC: OTC Exchange Name: 

Maturity 

Maximum Maturity: l Year 

Underlying Index 

L>ndef lying Index 

Currencies 

Currencies: USD 


SECTION 3. LOCATION DATA 
Legal Emily locations 

Primary Legal Entity LocoHouiChaimel Islands Secondary Location: 


Commodities 

Commodit res: 
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Pa se ' 


Trading Locations 

Primary Proposed Location: Channel Islands 


Additional Proposed LocationstLondon 
Client Target Group 

Customer Type: Financial Institutions 


Existing Locations: London. Frankfurt. New 
York, Sydney. Tokyo DSI 


Customer Locations: Various 


Sal esj'O rigina i ion Locaii ons 
Salcs/Origiaarion LocationsrLondon 

ITB Legal Entity Offering Product 

Deutsche Bank International Limited; Deutsche Bank AG London Prime Brokersgc;Dcutscl>e Bank AG London 


SECTION' 4. MODEL & OPERATIONAL DATA 
Model & Pricing information 

Model Name: Not applicable Pricing Sources: 

Systems Information 

Front Office Systems: (Delia IMS Settlement Systems: Global I eSpcar 


SECTION 5. BUSINESS CASE 
Business Case: 

Transaction Volume: 1 00 per month Revenue: EurlOro 


SECTION 6. ATTACHMENTS 
Attachments 

m DBIL See Lending alternative structure (NP,a\ 

(IiX l.rjoc J \ j 
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Ucustche Bank international Limited {“DBIL") liquriv Finance nUerntUlve 
stnicttn-fc 


Ration nig 

The requirement Iron) SET to harness the u*e of one of the offshore group las teen growing fiver at least a 
few years and fiKPS or even equities as a division has a distinct disability from slits. 

Broadly speaking, there are substantial US equities held oflsh ore which are consistently included in hasket 
pricing, (baskets that would Ik borrowed on an exclusive basis for use within the overall equities business). 
We art currently not competitive in that pricing ae any borrow of those US equities requires a deduction 
find payment of withholding cm. on substitute payments equal m 13ih of any dividend . Our compctiinrs do 
not have to account for this tax (given some oftheiroffehcre structures) and can therefore offer a more 
BggTOSSivc price to lenders. A coo- US treaty entity is attractive iu the aatouu of withholding tax required 
to b e deducted is reduced to 0% (providing certain criteria are met ). therefore allowing us to be more 
competitive with our pricing. 

A Itcmativc Structure 



f A non* US treaty resident entity ("the lender”) bolds US equities. Part nf ik r.unna) course of 
business is to fend these storks to tw market, ft lends DBIL « basket (“the basket") of such 
equities. 

2 In lieu of the basket DBIL pledges cnUsteral equal to ihc value of t!w stock *• 3 small morgin (this 
premium of collateral is slandiril in the general securities lending market). The collateral would 
be either cash (USD or another major currency) or 0? debt IcoiHd Ire C 1 0). 

Simultaneously to 1 and 2 above DBIL would sell the basket to the market (probably otc I'K 
broket market) to lieu of USD cash (DVF). 

A Asa hedge to 5 above either: 

DBIL buys a call option from DBL and veils a put option to DBL (with n niaturity 
aoywhere between 7 da/6 and -40 days). The options would be phytic nil)’ settled giving 
DBIL the right to buy the shares with n strife: slightly lower than tire reference price. 
Dd«H strikes would be equal, the resulting premium always payable by DBIL to DBL. 

OR 

DBIL enters into a forward (ogam physically Willed) agreeing to buy the shares back at a 
forward pace. again there would only bo a payment from DDJL to DBL 

The rest is not pan of the NPA but completing the picture of what we may Jo to reap a positive financing 

return 


6 

... 1 


MarknV I . 

Imlj&wbvL 5 


Institution | ? 


L,— i 
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5 Independently, DB London Branch ("DHL'*) buys a swap on a similar baskci m terms <> f ijmntiiy 
and coiuuiiiiiOn from one of its institutional Clients (Interbank relationships). The icon of the 
swap would miner dset of iht options or forward above (ranging from 1 week to 40 (Saysi 

6 An assumption we cueW make would be tbit the Institution.-!! client buys shares from I he market 
to hedge this swap 

More derailed Cash and ccll.it era! Flow* 


The transaction is fairly simple in.rmure and a)! ccnipliajijons arise from slsndwcl settlement. cashflows 
and rawing eollotcral . Described below are some of the variations and problems that can occur and huw we 
propose to deal with (hem: 

On trade 4a(e D31L would arrange for tlx teen of « basket of US «jutifcsf”die. basket") t» 3 days linrofthi*. 
coincides with I he standard US settlement cycle) from (he lender. Cofbtml will be required as imtial in 
step 2- above and this could lie in different forms. 

Cash collateral • inception 

Standsid cosh transactions are DVI' (delivery versus payment) meaning lliat the cash collateral nnrl the 
basket should move at the snrac lime. The (low tustilrfbe as follows: 

Steps l sttid 2 

i. Trade (late ("TD"j, agreement of Hie loan takes place 

it. Setllemeni daR ("SD“L DBlL requite intra-day funding ro pledge rash colliitcra! tullie fonder. |>lt|i 
borrow this cash intra- rtoy from DBL 

>it. The cash and stock move nt the same time leaving DBlL tong stock and the lender long cash 
Steps :t and 4 

tv. ^imulCincotuly (to (i) above) eu TD DBLL executes'* site In die market (a broker) on a T *■ ) basts. 
DBIL also enters into * pvi'cifl or fwd with DBL using -the sale price as the reference price 

v. On SD (alter steps l and 2 happen). DBlL receive stock from (lit) above and rose this tu settle the ■ 
DVP sale transaction. DBlL receive USD cedi. 

vi. iJlljf, uses this long cash to rcntm the iatra-duy funding from DBL 

Silllt.iKnt fails • Steps I to J Inception 

Steps 1 ind 2 must Iwppcn together as the starting point occurs with the intra-day funding from DBL 
waving to D3IL. JflUc mln-dny loon jellies »nd fte DVP settlement with lender is not possible on part of 
(itc basket (e.g. some stocks tire hot available) then any excess enth should be returned to DDL. Jf it is too 
late to return cash to DBL. the nwu os’ will bo swept. In iltc care of stock not settling into DU 1L ft urn the 
lender, the sale should be. partially cancelled and tbc options'! wd amended 10 the new quantities, If tins raw 
not be done (due to timing in (he day) then a foil to (lie market will occur. Technically DBlL arc now in s 
position to C-htim interest from the broker f»o «<injinx*dass the interest accrual imbedded in the optinitii i 
fwd). 

If Doth steps 1 anil 2 happen and perhaps they take place too lute during the SD for 3 to settle. DBlL will be 
long slock and short the intra-doy cash funding to DDL. As part ofDB) LY general business it has 
consistent outstanding loam to DBL. We ore relying on legal right of offset for any sbon rash lo ramtnt 
against existing loans. If (his happens late at night, overnight Jundtng in this instance should be po&Jhlr. 
under tlic arrangement DHL has with NY . Again, ir poisfcle the sole and optionwfwd should be partially 
cancelled, if nol the sale rviH foil leaving DBlL in die same posilion (this ts quite normal in the equities 
tiKitkei). Any costs of failorc will be bourne by the relevant parlies to the fail. This will be interest costs 
pfuns ily as described above 
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Step 3 is DVP and the stock and es»h movements occur X die same ttrue. As these rely- no the market 
broker involved any fail w'OClld'pui us back in Cite position above. 

Cash Collateral - ttnmad 

The unwind in reverse should (low as follows: 

Slept i obi! 4 

i. On SD of site torn date of tit* ptm'dill minus 3 business days (normally the Valuation dale “VD" for 
fee swaps in step* 5 to ft or indeed die VD for the options/hvilj OB1L would buy shares from DBL ot 
the exercise piice of the optioosv'fwd. DVp against USD cash. 

ii. DBi L request intra-day funding from DDL in order to settle the DVP purchase 

iii. The shores and cash trove DVP {caving DBIL long stock and short imm-day funding to DHL 

iv. On SD of the term daw minus 3 days DBll. will ngrcc with l!te tender to return shares in lieu oft he 
collateral flo coincide wife (iii) above.) 

v. SD. the stares and cash move DVP unwinding: the loan transaction. This leaves I>B ! L long cash anti 
short burn- day funding to DBL 

tfi. DDI1_ retunis die intaa-day funding to DBL 

Sr uk -.ricr:: Jails • Steps t to 4 Unwin J 
SlCfijJOndd 

As these steps rely on fee DBL purchase Ktllirtg. if this fails DBII. «-il! be left with the intra-day funding 
from DBL. Depending on the time cf day of fee fail this may he ret annul to DBL before I he final deadline 
far daily funding w swept by treasury otil of fee nostros tas dcscrilted above). 

Srnps J atui 2, 

1 f steps 3 and 4 fail then the above will happen. If they settle then DBIL will he long slock and shun intra- 
day cash to DBL. In this case DBll will rely on legal right of offsci against existing loans. This will also he 
the cue if steps 1 anti 2 fat) (as they arc DVP). 

i\ : oti’C«rh collateral - inception 

Where coo-cash collateral is requited by the tender settlement of the cnllarcr.il normally takes place one 
business day before settlement of fee stock {’'prepay”), in this Case fee flow would be «s follow*: 

Steps 1 tod 

1. TD, agreement of tire loan takes pbee (again SD is TD + .1 day*) 

it. SD minus 1CSD- I "or TO + 2). DBIL require non-cash collateral (“Cl 1 0”) which they get from a 
repo with DBL 

ni. D8IL prepay the 0 10 to the lender on SD - 1 

iv. SD fee lender gives stock to DBll. (against the prepayment of CIO) 

v. DIAL use the stock to settle DVP wife the irwrkct broker. The cash taiicd ts used tn satisfy (lie rcjxi 
wife DBL 

In this context fee repo GlO is delivered one day before fee cash settles which implies an offset of exposure 
of against existing loans made by DBIL to DDL The iepo exposure will never exceed Ihe loans 
outstanding. 

Settlement fntL* - steps J to 4 Inception 

If fee DBL repo fails and DBIL »}o not receive (lie O10(SO - I) then fee whole iranncoon will fait as 
DBIL can not prepay and get the stock on SD. AU parties should be flat although DBIL may need to cttlscr 
extend settlement of the sale lo the market broker and fee pui'enll facing DHL (to accommodate tire extra 
day settlement cycle). If this is mill possible a market fail will occur and we are back to the situation 
described tthovc of klumJ&rd market interest claims. 
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tf DBIL receive the GlO from DUL and DBIL are not able to pas.- it on m lie lender then the whole 
irrnsuction will fail DBL in this instance wifi have prepaid tie ft 10 a day earlier thin required for actual 
Settlement of die stock, which ’-vffl ass the offset described ebon. The pas it inn wish extending terms of Hie 
mk: ami options is the same Ok the market fail and interest claims i» Site mine. 

lithe Gl(l mikes it to the icivfct SO- l, the fust leg that could foil is Ac stock coming to DB!L on SO. 1« 
this rate llifi situation is ismaty as describe above 

ll the G 1 0 scales with the lender 5D - 1 , the Stock is passed to DBIL by the lender hut can not hi settled tv 
tile market broker then the position is also as above. 

NB: Where prepay lakes place a day too cariy the consequence is just an extra day's worth of credit risk wt 
tile prepaid c trilateral (and probably an extension of tltc repo by a day). 

Xon-cash toUaieral- uaml/ul 

This again is fairly strep h: as follows (although there may be a requirement to “fwsipiy" ie, provide 
collateral to (he lender fnr an c.vtn day - this is not a fcequeut tcqutrenifnt). in revere.', order 

Steps 3 and 4 

i. On VO of the optiunt'ftt’d DBil. buy chores from the DBL >i the exercise price of the options • fwd, 
DVP against USD cash 

it DBf L request intra-day funding from DBIL to settle the DVP purcliase 

iii. The shares and cash reave DVP leaving DBil loiip stock and short intra-day funding lu DBL 

Stops 1 <t«J 2 

iv. On tlie Mine- VD DBiL will agree with the lender die return of the shares in lieu of collateral (re 
coincide with ii) above > 

v. On SD iheslutrcs witt move Pup (is lbt lender has GUI already), cither the lender will return the CilO 
same day or there will be a poslpay for one day. 

vi. If the CIO n returned same-day then ilic repo ends, it this point and ihc Glti is retained for USD 
esab. the cash satisfying the mtn funding If the Ol Pis returned the fnl lowing day then the repo will 
end day after hswl-8. 

Statement J'eitx- steps l to 4 Unwind 

If the purchase Bore DBL foils then DBIL will have no stock to rerurnbndthc-wlule ban and 1 repo will 
need ro be extended by Dne more day. DBIL will be left tvjthrnlrs-dtiy funding from DBL and depending 
upon Ik tune of day either this will he returned nr swept from rhe nostros by treasury- 

If the purchase settled then DBIL wiH be tong sock and short imn-duy cash. If msthing eUc sorties then 
the chon cash will offset against txsiiine loam as described above. 

If the stock settler back to Ike lender and DBIL do nor receive the OK* then the position tS tbt santt as 
chore ofthougii iii this case they love no stock. 
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NPr\ Category 


f*ge 3 of 


NPA Category: "•? ^ *;• . ":$fthawi«iiesl^^ --- ... 

Sxippoia Groups Coniftcgifll r: *, _■ _*]■ 

DB Ldh Globa! Equiti^SSStJdn'Piime &ok^gWTa\:Crai!r^Ui^<)g^^on^CT^d^ega’fi - &casiH>- i 
SECTION & PRODUCT PAT A : ; " • 



Product Name and Description 
Product- Nan?®?. ' • . C ' ', "'^^0 


Product Description •. 


^ ieff^Si ; ^fea;\|attbe;Pri n?e;'. ; ••• .. ; 
'-hrf||aiT interiiH^solpoji y?kile we seek 
ties" issues* M^jr-w^hay«^one‘sc> if is 

'^odyce’d-for this wK®i5Lbc- n i|FC'’ 
^fo|a!5fegi.'.; |^eaSe'see"Pf6iiiict ; . 


Tnr operation oi-ihis account wTiLbs M>fercs 
; : .JjuRicysEnpffl® L^ndoffi 

grcd^is':^^i^3 

’;'' -riwcmies 

4>ari iclp&fijJn »ct ^Mparty ;- An NPAJvtfiS^ 
isspesjarc ic^Iy elAVe have consuljcc! pyufr 
•' piDiscfigiHon'atti '. 

^STOtlk^ M^.a'i^.. 

EENDiNG/SOREOWlNia- 


Product Ctass'tfiCatibn 
. Pix>duCL.Type: ... : - ; .< 

■’ ’*.• .;. ,. >; A. ^i;W 

Exchange 'Dciai is 
Hxdnuige/CfC’e : . 

Maturity. , 

Maxi mum Maturity : 

Underlying Index . 
Underlying index: 

Currencies.- .. ■;•..•( ■/.<' 

, C'urrefic.ics! ‘ : ... 




Comjn'bcfijics; 


SECTION i'. tOCAHOWDATA 


1-cgaJ Entity locations' ' 1 ' , ; 

Primary TegafEtitity ^LbcatiomCfiaSnel islands ■=..-■-■ -- r " ‘ r '■ 

Trading . Locations • . • • ;< ri v : . -i i-j;. ; *.T :u • : - : . /. ,' ;[,!.." 

:.Ui>r.: ':H.a.rf5k.in;a!itt.db.c<iM,W : AydispiayS'PAi.;!sA ) .iSii..aiionAcai!ii.iio?!>KOn'MCr ID- SR-.riSw. 
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Pomary Proposed Location; CtikhikS; Islands 
Additional J&op.6s*?il ErOciatioQ&: : > •' - 


Cl teat Target Group 
Cu stonier Type: 


sT^ge-3: of* 


LojHlon^Fjgcfc&iH, >lew 

"York, Sydney To^yoD, SI 


Financial Institutions 


: 'Yirfs5ui,. 


Satea'Ori ginati on Locations .> . : •• HirO -\C,; .O/OC.C 0 ':. ' 

Sale&Originatioh Lbcaliops-Lt’ndon , .:■ .'.N \':\' } ■&*:*'*, 

DB. Legal Entity Goring. Product", ■ 

Deutsche Bank ' ratemafemfd NiroircrED eu t ache Bank AG LondofiTrirae Brokerage 

SECTION 4.: MODEL & OPERATIONAL DAT A • : . 0 

Models Pricing lnfpnnflLtian,.C-„. • - „.v 

Model- 1 Nani?:' ' ~¥l?jC*iRpHc^Wp;.' ' 

Systems Jnr6raanoar.~ ‘ -V - ’jf ■ ■■■■_ ' ' v \ r * : *j 

Front OtTice Stysierils; iDella...' 


. ! ;Pripili^ SpiircesVr- w.O ■ -j. « V 

- ijOiUcmemSysrems: Global 1 


SECTIONS: BGSINES&OASE;, 


Business Case' 

Tra nsa cxiou T^oiume; 


P'^bln.ijaj ; 


SECTION 6, ATTACHMENTS . ' 
A fwdirhtjhts ' 

f5I 


iivii’ 




l>att ■Sunriifeaftn'mj^f[%^ ti . 

suppflji doc-doe. , 0.0 Co ;' ■■•! ■ 

Pi 


.OBIT. Structitrevdoo 


Revenue:/. 


! |Eis^. .j-i 


' ’#* ■ 
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- - u --a 

. |^.. ...... - V : ... ,, , ; ? ; •• ‘w,» i f’Jj’f!" 

r * ( i [ ) ,.L $5 \ J 


WUP 




: »U & {.i. 

' *'\WiY 


1 “Nj'fcWvTO V- V;T 

• >•, V v- tvs ft; •, WteL.' i \ ... 




:!|CT5 


hftps;//npa.ri.<i.intraneL(}b^coni/i^PAAlispla5'NPALireA&phcahonAc^6n^St>5PltOt^n(5 T -» or.-wi^ 


Strictly Conridenliol-Not for Cireutation/Committee Members and Staff Only 


DB-PSI 00000049 



278 


Dw4tfciie;Baiik SmernsusiiR' Um.ffll, Jcnsfyr L /% S w&nH^ j?g<nv^ 

- ' ■ •" 

ijSfcj&&3aa&iag - , * ' - «•*' ' ;lr *’ -- 
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Oh trade arraog'e'StahslsxHs of 0$ ame C#| 

flQiaaatsrwto^.i^arlk^ i*#5fed 

steps f A ' ? 'i'. -' :i •" ’• f "V' 1 ¥ ■■<■■ 

Ctuk ’ i rJIr/i(/T4t--irt"ir>iior> - .; ■' '; - _- d- 

i^aastliis-tt-as^aorcr kail} i : =,':r cvj.a raes{J;#Eam0| 1nHj.fie;«s; ca .'.-a y.ji; 
b^Hshoid3«wy«^tijc'mris.iimV; Tl*sfe»«w^^c3S‘®jO!^p^v^L <■ ;•-< 

Steps f arul 2 ...,^ J' -; : .;; , ,- ; .• - - « *■; ' .,- 

i; - Tqjfcxjafet/'t^%3'5^»^Wf:-^.1ojin^85»5pfec^;> -. ,\ :*;\; ■ g .' • :...*.• .. 

n. . Scj^emcntdatc ( 1 ^j5^3^il--.re^tl'r5 intt»-?teyjfiinduig &> f>Wgc ca^.eolWcrd. w l^I^Qdst; JJBiL . 

bom’s'-duaiasfijnfeM^rjtojp^JEL - '■ *•" - r „ f - - 1 

«i. The ca^'andk^fcK^^ 

SlgufMf. _ , _.„„. Ti „ 

iV. Simidtaneausl}; (tb o;v: 

„ ■ • y • ;.-; 

vi».‘ OWL uses this loagfitslUo retit's llte iutri-daf • 

. . v ,;•. •: f 

Steps iW Xroust v bappcn togefeer m dl&nfctMK potpi occurs « 

.rwv«„g to DBm, If 

kiiio.f8tam«a§h^ E»"Bb, thf-noStn^‘ sail be sWqx. 

{•S? * S.V.! fc •' f& 

under the ariiagemem^ 

Steps- 3 and.-? aiv Dyi’ eiiil occut auk sainc -dots; A$'ib«.s ich on MacQOWjcB^-aay fi.il vpulrf puUr, 

. bkkintbcjKwitiouhbove. ^ ^ 

Steps 5 id 5 < i-fv^ *' k P -if -'* - v‘.»'UvT‘!* tv’ K- r ( 

'. Siep^ | l.to?, Tanil .pirt.o£lli<ig?t9erdlSEf business {hcrefcni nu)>^&te^«ap^»iKoa.Asr»l>dotA'. foriKSit;' : 

^ "'"V ••" '■■ : ' i ^ T- . -' • 'r,^frT '■ * « 'V 

: '..v , : . ; ¥ ;. ■ v - .-. ;■ v : ; : ..;. .. : 

Cash wUare^aT^rptsfml' :..“ ,- '“ _ ' L ^ •. - 

Thcimwimi kvave,^ siwild flow aj follows: " ■ : - :: . '•' ' 



Sicpj, S. to# .•■ije.i. •**’ 

■As above.- no explBt«tjcictre<iuufed"' 


Styx S and V 



5oIlwcret ,% J i -"' •. -.i— • 

ili- S!& the'^SbFBuai^j^^OV&'jnwr^pgttie ItSftnTr- 
and short intta-dny Kriding~tD : DBL 


to ;tji' e ! 


Iff. ilbhs,siC>clf : 


”S:^ 


;V,ir;: 

y&i'r! 


Strictly Confidentia!-Not for Circulation/Committee Members and Staff Only 


DB-PSI OOODOOS3 



282 


Steps ItifitflS- ' ■ ' Vf.^r 

iv. On SB tlstrfeTO'^ate- rni^s^da^j-lJS^wOf ijftcs;- rotfiite tec'dcr-i<>/s\ur|i;.5l^^5 ^o^icu of SlSi 


jE^^mwicdhts biussa^iiiHL ! Tfei itfnj’ $gsh and 

shCH-iMilra-day&nd'^tolSrai-^ ^ ^ „ 


S&ft&W gfj&lb - SSfifft}£f{£M£(s$ «4: t ;-| 


fltisfitoi 


f . - -^ ra xu r- r .tux ,.« 

Suqut/ i*W j.;!; ;££•.;?•. -V ,, ‘5< U ’,'••-!•>. ..^*>3 ■ .*■ f- - »iA : ; " i •■-.. ' 

If steps duos rhcvsoi^iibwiiiBlt will.belttag'WtkiioU shortinfca 

: ’*f *’* ■ • .'« !■- 

*1 _ ,* ^ ( ‘ 4 = 5 * 

VhcreRQa-rcaslicaiiatd^fi^ro^Ctt^^fcB^wftTerQfcMi^^j^^i^hQj^a!^ toted place one. . 


tonnesssflay.bcfofe ••. 

-*C *' ' " * ‘ " -^jtjf.., ‘,t*--7.» il?f$3£s . 4 V > J "' 

Steps tw '4 ' 1 1 i;i ... _>\. ,'>h 

i, • TD^sgrtetnent^l^orii loans-, fakes' pktW^e fct«^Avf wni ihe^i&flSr-e^ddJw Joao i 

n. BDtainns H w SO l"),T>BIi rcqur.- aon-ca* colJ^&l^rOaB^tacbHb^^fiwn'MacqJiadc - ; 
KU£ fropi 0 rivctSeicaiistoai i«ta : .wili;DBL-:gccibdow.} •> 

ui DBltpR^^^C^Ifjja^-JCTasa-^ti^- 1 . ', ", . ; f- _? f{Pj| 'J. K 

. iv... -i'.,^:’^,’^’-’ nr- ; ; 

giye s.(qdr t^r^tmi^eii>;£a^Bj«gflicistihtpi^aymcni offGIfl) leaving DBJL flat-stock 

j&ia^jsfe ■ ":? : . - r:.; , • '..•; V ■ ■£:, : ”& r- 


L ‘ ,; ' 

loan). .'•" . V 


; V; ' 

b|&*Wc*i . 



lOSfe GlQ ^i«f'^odw:Spi-.4.-the-finy'Ipg thavcould Tn{hs*hd stott-camiita toBBFL on SJ3 In 

tfus^*s^bia»'iSif^^£^dRK%»Kht@i]L. /, ‘ / f : ” v 

if ihe Gip u> 

Mampuine HK (pfcrfapsbtcjiu^ji }t iks gelfloneotdJvX Tbi^T»SlL.-wii3 be jong stock and 

Macquarie HK w'dl early." • * k * . • ^ .‘;. - tl --' - 

. ' n . ' . ' ' . ‘ " . w ■; •. > ‘ ’" 

. M)5: wl^re piepajf j^tsp{aw« too early IhettM^uence^raan^mraday's yriifib qT credit nsk & 

. -iy*. ■> • "' '' ..' ;! 1 

Rnwpt-.coBMernl ioos and DSL-i^t uwA fiiacfuerfc - iweptloit ■ u ■ /.. - .-.' • 

to; Ihe'SnacdJTs^nd'isTii^Birto flqvvs- ' 


, with Mocqiauic 


SG^^ftViai%tbctn wi’ti'OlOJm-re^g&r.i 


.fcdt|t^Sjwuij, ; ; 
it &0&p}s 'lie - ' 
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|aiiiprjgKi 





'fsiiouid^wabtaiM^^Nilii by s^«£j£¥fie; 


Faik-ite tie rwerse coUacfaJ fosut;-rwr&n im the sw& • fycepue.n, - '■* i.V: : " - , 7 

Firstly if the ifcpWW** 

stockloaa. Ma^ya®*: 

group. .5 • •“ •’■ *?£ ’'■■ : *’V' : * ■" ''■’ ‘ ! "'.'i V> '■•}’ 

rnoves. .isiHissasc DBBy,' hi' i -i , ( t -.»£ f s r'-lb ■— > 1 =-facq jc 


nwes. -ittidsfs.oase DBL^ljust’K^e 

: --aii j isk foi the sails rv.n. J - T. " : : g- ; : 

?$ * ’ J* ' "' -vs-S^-r-p- 1 f .. i=r - 1 

3 f the.roarg ! ibewstw^Dcj; I98B . sccric. thei: Mncqusna hm ms GlG Bad;m»y -ftahe^faUs a 

9*#$$ » 0^il^‘8bo^n60r^SeitJS^t:fials ~^psifei4|^o!^fiw^. j, , jr-, L 


toes? as a Rhiftffi? ^^n^b^ht'progOKd sinictiiSls tfissyby cxum$ai»4 

il>e reverse cutlttU’^Hujn by B<juy^' .' ' . : .: ••..•' ^ ■ ' ; ' - J ; 

"i; Maeqii^eHfe«t^ith6- 1 ^eek^t^MiiK-r«)uiniioau'-Jtiy^pBdin5-'toi^5f^;sUKk..uCtlfc iiiarktJLjfliJ.. 
the > This ft?EYS§; oppaynumi KjamiJS Jtls'USsajtmsd 

{,« ^ ' t - *. . ’ \ , * r ' l( “ 

«., :DBlC^iti^3^68^ ^ i ^ pMdf^e»{nt^i^:thnltMa*ta^^|E^S l Bt^gWi. ^ ^BdLla return to •; 

' MS^aancfHly/ : ..--B l C < ..'V- i ^_. •<! 1C _.••■'•“- ( i< li!li’x*tr-- Cj, '-T. \ * , ..’v'’ 

Mac tjarir. (',:{*.y l i >. fry hurt .,^;. ' . nn h 'eve: c'crijhters Jm ft nu.t it it . -'" ■ 

dsvVfS&et Misqaani n p ftos ibitFshort cs Jfcjs n v syOX DB! £Mti'iL> the w^p 

*.i t 3 d" ,11, t G t B 1 c vii 01 j, 

tb=tr <nfm-3By;A^w^rT it ^t(i4s5i*ii^:E>HiLj»'ilf^o"«}ciljli-inlr^-i£iy fuitging) 

F,u)scm^erev^c^MaFalJwtK^r^traiithtsvQ})--CffiwiiH( _ j£,.. r ^ _ ■> \ , 

IbtfVils arc wjOm&oyc a^-hyafccij'xlpjisiBn o! the fey ew?ToRaUHral Idirt ’' 


‘V;&..’ .tH&IJT:;. >*• 
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Deutsche Bank 
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SZCUSJTJ&H LtfJaf^P^OCBOtSXBS MATAML 
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0 




14 ■p0^iNCU^4: 


2 1 TR*D£.C*Kn«<£ i-.T.. ..^--.J—. ; 4£J*i 

. zi 

,.-™.'-*Li: - _. - «a 

■ ’ :ii js.!££l i — .V;... 

* 'i.6^mif^ -.-.• 

WFAItS - 

— .a-s-wjw 

2. lo.Hcwdxosio ..:&* .■...„ -■..J.:.,. j:.. . 

2 12 $*$• MARKKTS .... J~, . — js4$|!igA£4 • 

0 :., ...~~\..~£-S.....l.„... 

2.14 L^'J4- ^-..'„>I. .i\:.'^.A - ■ JJ r.;,.. 

■f 1 

■iw ; 

’.rsrttwii --- -'I -. - 

. • ; - >.,..^.:s...-- ^ 





1.536ms* ECORO.OATE 

. a.'SetwK^fify ’ "' 
•••3S®& '*"* ’’ 

;•'■■■' .*8T“ 

"S«! 

.■■3i*3'W 

<U) RtSKM.fO.SVpi 

4- t^cfeoK m»»A^ MiiKX 

0^tfi^»:rr: wsK'-wi-. ,:„•; ',., „■ 
4.3C6^y'wsi5ii.... : .„:: 
4:4iy^^*W-;.‘.^:.._'l.,-.: 

'tm; " ~" 






>vV:“" yf '.■ 




?4‘i-;?2iS.:.^:^sr- J St" 


*' s’. 

3£ S 

.;i;.:.;i.'jr : 


•ifvrifc^SY.-tVr- 




:■ ;$. i jCccpi^^ik^-u; 

•5.rnJi>e 

*«l§fe 



33*: 

X : v,-.'K»t" 
Jo..- ' 
££M£ / 




x-; • ' •’'<•= >;-V'-: : w v : 
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D&utscha -8a rtk. 4 




54i,CnA^3aa?BN^st£^^ To^Tstst£^:.»:-..::^^~. 


6,1 eft^'AC^^ 

' 6 A CK^U^i^^KESnhlJ,:-....'^.--™^ ;.;C *„*££&&*****&• 

6^K£fif^S^SToacs^?I.\ l ..,.„Jl r 4>-'...i'...J.^ ^L.gj££igL 


7,0- SYSTBM&ii 


: 7.S AxS^3tfS^t£«L;U.^-w-.l^ 
8,0-SirpcK i*nj)in <3 Av^Bsrre 


9,0 CUKDIY.....,.-.:..... 

'^«r- 

— ...... 

id. I Di4j^TiOfc5^;i^i.:.^ .^.*^„^.. 

io4-€itfewr^ £&;«&.«& ^.:'.i~.:. 

■ , ^0.5 teo/u. «a44,u£C 4ili-.,..,i......-.:.;. 

1D.6TAX ; ... . .... ... 

ID. 7 bciMPUAh'i.'t.. ' 

.'. %8 XEGKN^MY.^t^.^ ;4)L..™-— .O.. . ..... ..' 

A^ravmx 1, SECURJTm-LEND^G- e.ONTACTi3:ST,^ 


^.i?- 

~zti ' 


£;:\ t :.rS;*r 

.''•^; , 1^^:‘' f . , %'1»j • *;. i-» ■ ! A^l^i / ’ 'S* !?.iSJ i i f 


.'” ’■'?'.• , 4 ‘j ,a^.v i "c= ' *'% ‘‘>5 51. 

-,- ««s* -:■ • , , , : . .-: '..v.'i :‘ " 


vTSii;:"'. 
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Deutsche Bank 


0 


v . Sd(xab^^^j^'Mp0^BsM.4S.VAL 

: (&?& WM^eawi »ft itic'Sso^iics' |fKinii' Jffilibg as DwiscJw 

Baak.Jnfe^a&inaltaaflJad.'iB*^)' , r . .._ .v. *••> . «. ■ : . 1 , .*.• 

■ Jttt& itjsmuSi aM^{ssn^ti;'bifl:diSci spApp^ ■ . y 

r.«i.> 55* ■?>!'. ' '*" ... .’■ ,•;’ 

Tt4^|^i»|!&a^^«k»tteifJCiw" > ©M§H^i(latfuft5 )t ‘\-y ", ■' '■■; ■--' , * 

Sfafawarty. &!,,■ iC 

This n35THia|:wssprigfrui31^TiHen ni ?simticy'20Ql&>r P» London-I^mncra aftd h»i- Stfice booiwspdiUcd 
anc(,&cljpicc! -f3r whef tM&gjesa usiis.7} ; urtJjc«‘.upaitcs >siit:ijc rc^iirat •a'Jwoevcr a sigritikaiu ji^tffieK 

' ; i «-'•;* 5 )’' K i»*‘ ' . • '7 .: ,££•; v, . *.>• *-v 


2.0 Trading ~ y_ .. :f ' 

Tbe^eeurjiiaf (pgMjp^ggket. « and ■■’ 

TKiaSwvs, aail ditewfejs! wkl'ent wiilra? *fc$»£0|fig to 

• ~<!W^<wB SBaS 8 ii 6 ^ 'T^ : ''*.I ■"*.&■■*'■''* . „ 7 r-*^-. T/r -.Tv.'.' 1 . 7 * --??•• 

..‘V «•'•'" . ;:X r '" .' , -••■ \ '-. ,' 

2.1 Trade Capture ’ '.••«• •. * ;.;. ‘.,i^ ;• •- :y- ' ; k ,:W.'!; ' .f’ii’l • , 



• l ; -' • .: '~$r ^ v-' tfcL'v! ' , - ■ ■ 

j^.a; . ; ; .y' ■ ' s-eyi' V:'" "-..-jv i/sw 

Trilde^ |ft tofe#it^aKfctl. *. Ao>' ^edinfs vmIcf efcungfojSbouM lx- 

Mnccfled am!_rci*K5ked by tpc Fnnft OtTco • 1 ' .'V* ; J 

sltaA-s fora* 

. . Jf * ww/b^fc ircc^ ko’t^citnEeflatl'iln 'i sftuayoB n*er$ Atadcjws fceeo 'jfcigftftttft ‘in «f ctfi : / 

, ; Operttniwit afac^tiijStiite, the y ^ri ^- r 


tngerJinu& ^v-e=«^ b^rwf, bco^ctScombcs tawTttg lw(fijs;tio ^ot,#e;n4rkq. / nA.K live 

--' * ■ ■'*• » -’• • - - * J ■ .<• • 

— - v *’“ J - l,J r ''* -' , ** 


however have- 

dvci-^CPsdBtiiBbii: 


:a-_«-_i_ • -'* ; ‘T^'UadcK iJo ’ 


irf* ( o^b<»e8ci^fytnvi«ra|Sp), 'Tt^ uadcr^ do 1 
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DeWtSil^Bunli' T ?V- 

’ -* • " ... ,- S^vxi^siJ^Nt^mi’mbsEs^^keu 


2.5 tntra-dav Kt-DTOatre-Haaits I . A' jN : ~- V =.' ; v ! ’■/&:.•** ! . ' Y . 

As sjs*m! above, Sic K«iil $£ tte b*^a»$feijSJi j)il! ar^orSdethsa j^eares mua-aja^exposisc of lucre 

than ltSD;50ahjicj«. ' ■ >- Jj *; ‘ * ■-” ■-*■ r f* Si* . " :? V 

2.6 Term Trarips k : ! . ' V ; : : ; ... •■;.’• ^.■■■j^.. ...":;' 

or wthaxfrse verified: "ttj&djS H^atmc; Desk. ™ . , . 


, r n nil 1 <L- r-'j^ de. k vj-V-tms i J> t-e jpuiibil; -> “ ae : .« » i u i --6 ‘ 

-are4>t^«m^^;Wj^jacq^u«;Vto^^p«S^exTAspic.Tg^®5i;5«^4ccs^!j-‘are sjjprifiml 
priottdU^ia^V;' _*}•': ••."•“ *';’■_ ?if ; . ' , ,;„•*• • *" jy sjj ui #£*''« f ’” •••.•.**» 

. Cttdk rev»ea»f-e«5*Jfes6tee^’» CnuK:djai'a»e 8055 or o»*r,Afce dsj! The 

'.,-. ; %;••, l Tj/ws .'V. :' ' -' .' "V, — VKi.': •’ .'• 

5'tt ■ :!•■»■•• • ,-rfi s ', *1 iM - 1 ' t ; • >• 

la Jilt event ^utt:p3rt^s tt^esdbaml4^>«v«nlM^^^^^l^cwefied5in4®*t»j(!%. 


I Ho- tiade^KVt-^pf'JDde^aktn vu8|L a^hegfclraberadWiy. sal jy,in-ito7«yaa&n:.ei>ioplB»c' Wh^jl? 

: ; fe uCTaroVcd eTd ifefeb ai; l^i-lhis f 

■wall inp3acopfiiw:.to:jU3diivg. -■ • V \' ' : ' ' " ' " " 



.. 4pS^K|gt!|9 >jr 
■"*%&$«£& 

In L t^^.4ha^.-s~fAOD^a i ^.rm^^Kl^niski^ _ x v 
couSttiTMurt. " ‘ "'■ i - •’-’ '■ ■" ••«'=•?•*•'•'' '••.*?-'■' 
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Oeutscfio-Barik 


m 




" 2 ; i 2 -NgwN 53 tgT 5 T :--' ' ", '^\,IJ‘.. .^~- v ; \ •- ^7-\ iii .t-':]'^? „' ,' , ... ‘ 

A. imier miiaj o^4rt l£si *1£ 6if*:Afi£en« *3tPT-lWiri!«, -M -ihai.- 
rfjn -off bflfi beex' Jefcehttc f^rff t^.ie'lcSnim ; grpBpi' {pjiiiia! to£u!*tary. ' 
credit). ' . - -v’ • r ’, /r y c : .‘. ,\..',’; v "(' ‘ ■- •" 


2. 1 3 New hradactt . 


«4«lto Ihe^S'Or.BidramiMwinjjct, who, wilUiabc 

~. ' a . ii:l * _.-•' 


: ' sEproVe, «ny'k^ : ^eSi«fNrir 
2. J 4. bulling „- 

Ar.ths «.iuJ /vf i «ch,iniWfi|-sU b)CviQi that nx^trfh a&nin by ^ oj«T»tiorBS ^>i«jwa)t add seat, to. 

: &ciefete-|n$fM:y(^Mi£<3fc£rai^yx^ is 1 

iharcd between !Ur Bu&fiess:«liJ' QieniUdas.! Ats uwpor.u; ^SjswjirW-ltfi ajptapdiBJttioras.' and lh*t 
pwcmistna^^ro^wNe'^s^tttV^^nrtce.-;;^! ^ ! i f’'^iV^ii.' » r -'. . '£>>5!- •' -‘ • 

.»>• ■ -..*&• _■•■; V;W~- ■'- te&Lc-V' ii « ■ ■ - '■ ' ,_ <s t £.^ riy * •.• v •• ■ f 

I f solving.* wn«^|S;iroS^s :wi^fc:stiit «»; tbu Head ,aT 


,,A^.ofenj^n’dmsiBl^.l5?*^^s<^vl8^e-Hc^^fb^WDoitt:*^^»TO« ; Ma^^for.thATr 

. tpvim* . • /-»■■■) - ■■*■< ■<’■ ’. ** £» ,' 1 ; ' , ;i' ?/.;**.; -&£«« * ’: r i'- *•' 

2 . 15 -P&L Resaeiv; ; "it ■ 

, "Sflicte d»y. o'detajl«J t*_auX.f the • 

Gotmu^;^1atiiijjf«prs;^-Aiiy «i) jma5ioi ?hoi 
HeiU AbuJd. sign-off rtw PiSi-I.-om » weekly bjsii,i)(" 

.■. irgdafeBaar .;.• .; 5 , 

1b5^CQliaaiS^«p.Vltted -Jjy ithcjioct l-unrowcr ■frail W>;et_flwi5^tAiamem;.fof coUmwcI l&.ipijbo^ck- 



iSS e 

•SooinUcsLcu.Iuifc- 




- rv > - t „ I „j V __., rT5 .igit»^| v^o.aSo^] a.IuiSf.wilh jlisfefe- * - sij " 

S'limfefb' Si^li^'fija'-«^feea§jwfi 



'^JjSJe::: ' ; 

itiMVS tn..;ftftje» &}4 , 



1 it boioa- 

opihittitfc%})|!t’WtlUhe^^^;rs«ocki, } ■ ‘ ^-■^Yfer -• . -• t: , =•'. 1 
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©eCttscbe £ 




Ops-tSaii/ ^i)^-.W;^d^upp^gr(^inioruK'c5frcvuAV5-a..'niia)*er-of wports^tnaffl/s Cfrfaail to (far 
Contro! of (ho Tniypess, Ara-ingj-Scsc avV-ibe foltws/ts^ ■• ,.' '.. _-• 

~ 3,1 ShorisV . •"•:V" ■ ' • -- ' . - ; .s- 


3,2.imMaagW ? ^ - _ t ; /S: , 

-Trade Support i&.thei&tatt Sj£«Htjr..Unbiih«<* JtejwittD sxfttlterabK^ws tfc:nM WstcJi baos - 


Trader b«^d>tgaW.*;c3ffl^.|jaol .^Ms^t>»f;TOe8rnre«A guntaaisgp^^ 'TCWkiv 

Alport h»vc ',a? o£.'jist-oi-itiae JnttEtS : 'fyr «Ki.S§^cc‘ new rafts dsQy; 

frxc 1 ^ . . /. ’ . * 

Aite&puliins^l^TwfsrtoodgfcitgrtpfmdBlcsacfc^^ 

• fi : '■ *2 " " !/ * K , " 5fvw -'-'"— •'•" rj '•■' ' • r ‘ ; ' 


ai'sWS • 

. J&fiPjtog' EteciSrtd -' 

sfi^U often Xj *3 as-a :pblnt' 

ifi '^'rasriisusaiQ^ ,•; f n& 
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Shearman & Sterling^ 

599 LEXINGTON AVENUE [ NEW YORK | NY | 10022-6069 
WWW.SHEARMAN.COM | T *1.212.849.4000 | F *1.212.848.7179 


tpark@sheaiman.com September 30, 2008 

(212) 848-5364 


Via Hand Delivery 


Mary D. Robertson 
Chief Clerk 

Permanent Subcommittee on Investigations 
1 99 Russell Senate Office Building 
Washington, DC 20510 


Re: Maverick Capital, Ltd. Transcript Errata and Letter to 

Sen. Levin for Record of September 11. 2008 Hearing 


Dear Ms. Robertson: 

On behalf of Maverick Capital, Ltd. (“Maverick”), please find enclosed for the record of 
the September 11, 2008 proceedings the following: (1) a letter addressed to Senator Levin and 
the Permanent Subcommittee addressing questions raised by Sen. Levin during the hearing, and 
(2) a mark-up of the transcript of Joseph Manogue’s testimony indicating all requested changes. 

With respect to the transcript of Mr. Manogue’s testimony, in addition to a few 
typographical errors, we have indicated one minor clarification that we believe does not change 
the substance or context of his testimony. The transcript (Tr. at 63:10-14) incorrectly suggests 
that Maverick LDC fund is “owned” by Maverick. Since the fund is clearly owned by its 
investors (and not Maverick), we believe that the suggested clarification better conveys Mr. 
Manogue’s intent simply to confirm Sen. Levin’s assertion that Maverick LDC fund is a Cayman 
Islands entity and that neither Maverick nor the fund has any employees there. 

If you have any questions, please do not hesitate to contact me. 


Very truly yours, 



Tai H. Park 


Enclosures 


ABU DHABI j BEIJING | BRUSSELS | D0SSELDORF | FRANKFURT [ HONG KONG j LONDON J MENLO PARK | MUNICH 
NEW YORK | PARIS j ROME | SAN FRANC!?^^ ^ ~^^-~KYO | T QRONTO | WASHINGTON. DC 

Permanent Subcommittee on Investigations 

EXHIBIT #35 


SHEARMAN & STEF5JNS LLP IS A LIMITED UABUTY PARTNERSHIP OftG 1 1 


SH LAWS UU1T THE PERSONAL LIABILITY OF PARTNERS. 
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U.S. SENATE 

PERMANENT SUBCOMMITTEE ON INVESTIGATIONS 


Clarification submitted for page 63 (lines 13-14) of the hearing 
transcript as follows: 

Mr. Manogue : It is registered in the Caymans and has no employees 
there. 
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Maverick Capital 
300 Crescent Court 
18th Floor 
Dallas, TX 75201 
(214) 880-4000 Phone 
(214) 880-4020 Fax 


Maverick 


September 26, 2008 


VIA HAND DELIVERY 


Sen. Carl Levin, Chairman 

c/o Robert L. Roach, Majority Counsel & Chief Investigator 
United States Senate Permanent Subcommittee on Investigations 
199 Russell Senate Office Building 
Washington, DC 20510 

Re: Statement of Maverick Capital, Ltd. to Supplement 
Testimony Provided at September 11, 2008 Hearing 


Dear Senator Levin: 

As you requested, I respectfully submit the following to supplement my testimony at the 
Permanent Subcommittee’s Hearing on dividend tax issues on September 1 1 , 2008. Specifically, 
I would like to clarify for the record my response to the questions you raised regarding Hearing 
Exhibit #7, a series of emails marked as MAV0001 115-0001122. 

Background 

Under an Interpretation promulgated by the Financial Accounting Standards Board that is 
popularly known as FIN 48, a company must accrue a liability for taxes unless it determines that 
it is more likely than not (i.e., a greater than 50% likelihood) that it is exempt from the tax. FIN 
48 was originally scheduled to take effect at the beginning of 2007. In late 2006 Maverick’s tax 
personnel therefore conducted an analysis of various transactions including its di vidend 
enhancement stock loan transactions under the FIN 48 standard and sought the advice of tax 
professionals at Ernst & Young LLP in connection with its review. The email chain reflected in 
Hearing Exhibit #7 was created in the context of Maverick’s FIN 48 analysis and addressed two 
separate and distinct issues. 

Points of Clarification 

The first issue addressed in the email chain related to the United States tax liability of 
Maverick’s offshore funds with respect to stock loan fees earned in transactions that were totally 
unrelated to its dividend enhancement stock loans. In these transactions, the Maverick offshore 
funds earned fees as a result of lending their securities to United States persons without regard to 
whether a dividend was payable during the period of the stock loan. Some borrowers withheld 



Sen. Carl Levin, Chairman 
September 26, 2008 
Page 2 
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United States tax from the payment of stock loan fees and others did not. With input from its 
Ernst & Young advisors. Maverick determined that there was less than a 50% likelihood that its 
offshore funds were exempt from United States tax and therefore made an accrual for United 
States tax liability' related to the stock loan fees. 

In the case of the dividend enhancement stock loan fees received by the Maverick 
offshore funds from borrowers in the Cayman Islands and certain other jurisdictions. Maverick, 
with the support of its Ernst & Young advisors, reached the conclusion that there was a greater 
than 50% likelihood that the Maverick offshore funds were exempt from United States tax. In 
the words of Ernst & Young’s Matt Blum (MAV0001 1 1 9), “I can accept the client’s assertion 
that > 50% chance of succeeding if transaction properly structured.” As a result, Maverick’s 
offshore funds have never made any accrual for United States tax liability related to receipts 
associated with their dividend enhancement stock loans, nor have they made any payment of 
such tax to the Internal Revenue Service. 


I hope that this letter clarifies my testimony with regard to the Maverick dividend 
enhancement stock loan transactions. Please contact me if you have any further questions. 


Sincerely yours. 





Joseph Manogue 
Treasurer 
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IRS STATEMENT FOR SENATE PERMANENT SUBCOMMITTEE ON 
INVESTIGATIONS HEARING RECORD REGARDING NOTICE 97-66 


Notice 97-66 was issued in 1997 to address the potential duplication of tax liability in 
various securities lending transactions. However, the IRS is conducting a number of 
investigations where we believe that taxpayers have attempted to apply Notice 97-66 to 
highly structured transactions that were not intended to be covered by the Notice. The 
IRS is aggressively pursuing several such cases and will continue to do so. We have 
tools under current law to attack those highly structured securities lending transactions, 
as well as certain highly structured equity derivative transactions. 

Notwithstanding our current capabilities, I am committed to raising this matter with the 
new Administration to determine whether any changes should be made to Notice 97-66. 
As I stated at the hearing, the Notice involves issues beyond tax and, as such, any 
changes should properly be considered in a broader economic context. 


Permanent Subcommittee on In vestigations 

EXHIBIT #36 
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Unknown 


From: ANTHONY FAUC! MCfTIGROUP GLOBAL MATO) [afauci@bloombarg.nei] 

Sent Thursday, Novsmbar IB, 2004 1:50 PM 

To; FRANK KOZAKIEWICZ '.(AMARANTH GROUP INCA) 


Hi Anthony. I have a general quest ion for you. Long positions 
we place in swap with you, will you loan those back out to the 
street ever? 

Reply t 

not really but we could if we wanted to. generally there is no 
mkt for the stuff we are long 
Reply i 

we we asked for a specific position not to be lent out, would 
you be able to do that for us? 

Reply, 
of course 


CONPIDENTIALTREATMEWT 
REQUESTED BY CITIGROUP 
GLOBAL MARKETS INC 


CniSWAPS 00524 


Permanent Subcommittee on Investigations 

EXHIBIT #37 


CiT!_PSiWHTAX002282 
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-.----original Message---— 

From? CUtto, Will lEQTY] 

Sent: Tuesday, March OB, 2005 11: S3 AM 
Tot Tuths, Anthony [FIS] 

Ccj Hanger, Steven [FIS] ; Grbie, Susan [FIS]; Anzel, Keith J [FIS] 
Subject: RE: Equity Swap Practices 


Tony, 

Hera are your answers: 

1 . Our transactions are done within the scope of the guidelines you have set 
out for us. 

2 . wa see some increase in activity, not alot, maybe a lDlr-15% increase to 
our normal daily volumes. We actively turn away trades if they are going Ex 
with 3/4 days and we see other broker/dealers doing the same (forces clients 
to clean up tbeir act and get organised) . Since the Street is asking this of 
clients you tend to find alot of clients simply leave the positions on for a 
longer period so that the stock is on long swap for 2-3 Ex Date cycles. £□ 
non US equities we don't like seeing any activity at least 1 week before Ex 
Date and in some markets only pay 354 and refuse to pay 1004 is: Netherlands 
because of current legislation and the firms own opinion on the councry. 

3. Its not for us to tell you what Industry Groups you can/cannot join, chat 
is your prerogative. If anything sharing comments with SIA members will give 
you the "Heads Up" on pertinent issues. As to approaching IRS /Treasury Dept 
on guidance on single equity swaps and W/H tax, we would prefer if a 
prominent Law firm like David Polk intermediated for you rather than the Tax 
Dept, having to go face-to-face with the authorities. Depending on the US 
Governments mood and "what baa Citigroup has done lately in the press" your 
answer may vary when your there in person vs via a law firm, its much more 
generic and you have annonymity (like a swapl). 

Can you please tell us the counterparties who are exhibiting concern? Would 
like to know. 

Hope this helps. 

Regards 


will 


Original Message — 

Prom: Tuths, Anthony [FIN] 

Sent: Tuesday, March 08, 2005 10:10 AM 
To: Cutto, Will [BQTY] ; Ellis, Leonard 
Henry, Jonathan [EQTV] 

Cc: Henger, Steven [PIN]; Grbie, Susan 
Subject: Equity Swap Practices 


[EQTY] ; Breen, Daniel P [BQTY] ,* 


[FIN]; Ansel, Keith J [PINJ 


CONFIDENTIAL TREATMENT 
REQUESTED BY CITIGROUP 
GLOBAL MARKETS INC 


CITISWAPS 00076 


STRICTLY CONFIDENTIAL - NOT FOR CIRCULATiON/SUBCOMMITTEE MEMBERS 
AND STAFF ONLY 


CITLPS1WHTAX001834 
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It has come to the tax department's attention that gome of our con^etitors 
have formed a practice of permitting clients (e.g., hedge funds) to go long 
equities on swap juBt over dividend dates in an apparent effort to avoid 
source country withholding taxes. The tax departments at these competitors 
are concerned about this practice, especially with respect to U.S. equities 
and the lack of guidance regarding single equity swaps. 

What I would like to know from each of you is: 

1 . Do you know of transactions that are done outside the scope of our equity 
swap guidelines (attached) , which require one-year swaps with a minimum 45 
day period till early termination? 

2. Do you normally see increased swap activity on U.S. equities just before 
record dates, and if so, how much more activity and what is the typical term 
of a swap put on just before a record date? 

3 . Would you be opposed to Citigroup tax joining with an industry group 
(e.g., Securities Industry Association), in approaching the IRS/Treasury 
regarding guidance on single equity swaps and withholding tax implications? 


Anthony J. Tuths 
Citigroup Global Markets, Inc. 
Director - Corporate Tax 
3 B B Greenwich Street 
22nd Floor 
New York, N.Y. 10013 
(212) BlS-1364 


CONFIDENTIAL TREATMENT 
REQUESTED BY CITIGROUP 
GLOBAL MARKETS INC 


2 C1TISWAPS 00077 


STRICTLY CONFIDENTIAL - NOT FOR CIRCULATION/SUBCOMMITTEE MEMBERS 
AND STAFF ONLY 
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New Product Application 

Application ID: ABI04293-Q Request Dale: 27 Jan 2005 

Product Area: Prime Services Product Name: D13IL See Lending ‘ SI£F 

Structure 

Status: Approved Requestor: Natasha Manning 

Application Form for OB 

SECTION BASIC DETAILS 

General 


Requestor Name: 

Delegate Requestor Name: 
Requestor Location: 
Business Sponsor. 

Require d Stan Date; 

Orignal Required Start Date: 


Nniashn Manning 
Natasha Manning 
Channel Islands 
Stmon-Gcf Pearson 
27 Jan 2005 


Business Line 


Group Division: 
Business Division: 
Business Area: 
Product Aren: 

DiiskJDept: 


CIB 

Global Markets 

GM Equity 

Prime Services 

Offshore Group Banking 
Division 


ictly Confidential - Not for Circulation/Com mitt* 
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NPA Category 


NPA Caiegury: Enhancement Enhancement To: ABHM2y>Securilics 

Lcuding/Borrowing in [)Bii 

Support Groups Contacted 

DU Lcln Global EquiticsiDB Ldn Prime BrokeraKc:T»x;CoiHroiIing;Qperatimis:C-rcdK;LegaI:Trcasiiry - already 

signed off by mail in Oct 2004 

SECTION 2. PRODUCT DATA 

Product Name mu] Description 

Product Name: DB7L See Lending / SEP 

Structure 

Product Description: Ibis is an alternative structure to the Securities Lending transactions approved for 

DB1L. This request for approval will essentially be Tor only one lull' of the previously 
signed off structure although vre request ftwt everyone re-sign (his Nl’A just to 
formalise matters, DB1L will borrow IjS securities from an institutional investor as 
well as entering into the following transactions - sale of equity to the market, OTC 
derivative foption or forward). The securities lending transaction falls under the 
existing Nl’A. The additional approval is sought for the derivative component of ’he 
transaction only. The mtroductioti ofDBJL to the Securities Lending and OTC 
derivative environment will enhance existing DB Group activity in this markcrjibx.T 
liislkutiunal Cliem/Coumcrpurty credit approval will be. driven by the Securities 
Lending Marketing Team. Globa) Equities, but will also require approval by the 
Offshore Group Credit Committee within DUfL. Jersey Front office activities will be 
undertaken by the Wholesale Desk within the Jersey Bunking Division. DBIL Jersey 
will operate a Prime Brokerage account wjthDB London to facilitate the transaction. 
The Operation of this account will be covered by PB documentation between DftIL 
Jersey' and DB London. Back Office functions will be facilitated via the Prime 
Brokerage account. Trade support nod middle: office functions will be performed by 
DB London under an agreed SLA. Please see attachment Tot detailed product 
smicturc. 

Product Classification 

Product Type: STRUCTURED Asset Class: Equity 

TRANSACTIONS 

Exchange Details 

fix chan gc/DYC: OTC Exchange Name: 

Maturity 

Maximum Muturity: 1 Year 

Underlying Index 

Underlying Index 

fniTencies 

Currencies: USD 


SECTION 3. LOCATION DATA 
Legal Entity locations 

Primary Legal Entity Location: Channel Islands Secondary Location: 


Commodities 

Commodities: 
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P:it?e 


til' 


Trading Locations 

Primary Proposed Location: Channel Islands 


Additions! Proposed LoeationsiLondon Existing Locations: 

Client Target Group 

Customer Type: Financial institutions Customer Locations: 

S ales/Original ion Locations 
S:i I ^‘'Origination Locations: Lon don 

Dfi Legal Entity Offering Product 
Deutsche Hank International Lhnifed;Dciitachc Bank AO London Prime Brokcrage:Dcuisclie Hank .AO London 


London. Frankfurt. New 
York, Sydney. Tokyo p$( 

Various 


SECTION 4 . MODEL & OPERATIONAL DATA 
Model & Pricing information 

Model Name: Not applicable Pricing Sources: 

.Systems Information 

Front Office Systems: iDeltalMS Seu lenient Systems; Global I eSpcar 

SECTION 5. BUSINESS CASE 
Business Case 

Transaction Volume: 100 per month Revenue: Eur 10m 


SECTION 6. ATTACHMENTS 
Attachments 
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Dciistche Bank International Ltxnlleti (“DDIL”) Equity Finance nilern:itive 
structure 


Rationale 

The requirement fnsn SHF 10 harness the use of one of the offchore group las bcon pawing over at least a 
few years and GHPS or even equities as a dr.-trips has a rfesinei disability from this. 

Bimdly spooking, there are substantial US equities held ofishoie which are consistently included in bailrt 
pricing (baskets that would be borrowed on aft exclusive basis for «« within the overall equiijes business). 
We are currently not competitive in that pricing as any boirotv of those LIS equities requires a deduction 
and payment of Withholding tax oft substitute payments equal to liifc of any dividend. Our competitors do 
not hare tn account for Ibis lax (given some of tlieir offshore structures) and cm therefore offer a more 
aggressive price to lenders. A- ton- US treaty entity 1* attractive ua die dshhioi uf will ika Win j tax required 
to be detlncted is reduced to 0 % (providing pertain criteria an: met! there A»re allowing us xo be more 
competitive with our pricing. 

Alternative .Structure 



1 A non-US treaty resident entity ("the lender") bolds US equities, fart nf its nurrmt course #f 
business is to lend these storks to die market. It tends DBIL a basket (“the basket") or such 
equities. 

2 In Ucu of (Ik basket DBIL pledges collateral equal to die value of the stock * a small margin j&it 
premium of collateral is standard in the general securities lending market). The coUan-ml »cvU 
be cither cnsll (USD or another major currency ) or 07 debt (could t>c G 1 0). 

jt Simultaneously to I end 2 above DBIL would sell the basket to the market (probably ole UK 
broker market) in lieu of USD cash (.DVP). 

<t Asa hedge to ) above either: 

DULL buys i cull option from DBL and sella a put option to DBL i with n maturity 
anywhere between 7 days and -40 days). The options would be physically nettled jiving 
DU1L the right to buy the shares with a strike slightly tower than die reference price. 
Both strikes would he equal, the reeultiag pcemium ahvnyn payable bv DBIL to DBI.. 

OR 

DBIL enters into a forward (again physically settled) agreeing to buy the sharer back at a 
forward price, again there would only be a payment 1/oni DDIL to DBL 

The rest is nut part oTthe N PA but completing the picture of what *e may dc> to reap # positive fuinnenit' 

return 
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5 Independently, D9 Lon J ob Uroncb ("DHL”) bays a swap on a similar basket tn terms of quantity 
and consuTimijn from out- of its institutional Clients (Intwbauk rvkuiomhips). The term of the 
nvap would inifrcr diet of ihc options or forward above (ranging from J n eck to 40 days I. 

6 Ah assumption we cueW make would be ib3i lire Instinjfcronl diem buys shares from ihc Parker 
to bcdgO this swap 

More detailed Cash ami cullattral Owl's 

The transaction « fairly simple in allure and all ecmipticoliwis arise from slBiidwd sctlltment. cashflows 
and rauing collntcral. Described below are some of (he variations and problems that can occur and litrev n-c 
propose to deal with (hem: 

On trade date L>B1L would otr.mss for (he loso of a bosket of (JS equities f die. basket") iu 3 days lime (this 
eoittertlc* with the standard US settknwtii cycle) from Ihe lender. Coffcneral will be required as nuiial i« 

Step 1 above and this could he. in dilTejetU forms. 

Cash ceUaural ■ inception 

Standard cash iransactipnj are DVf* (delivery verjus payment) nseaoiiu; ihat Ihc cash collateral nnrl the 
basket should move al the stone ri me. The flow uotild'ire as follows: 

Stops i anil 2 

i. Trade dale TTD"), agreement of the ban takes place 

if. Settlement dote (“’SD"). DBIL require intra-day funding to pledge cast) eo lint era I -o it* lender, t XI (I . 
borrow this cash intro- tby Front Dill 

iit The cash and stock move at the same lime leaving DBJL tong stock and the lender long rash 
Steps 3 a tv) 4 

iv. Simultaneously (to (i) above) mi TD DBL!. executes a stile to die tnaikct (s broker) on a T r ) basis. 
DBIL. also enters into n pw.'cal! or ftvd with DBL using. the talc price nt the reference price 

v. On SD (after steps I sod 3 J*p|icn). DBIL receive stock from (iii) above and use this to rerttJc ihc ■ 
DVT sale transaction. DBIL receive USD cash. 

vi. DBIL uses this long rash to renun the iaua-duy lumiuij: front DDL 

Settlement fuih • Steps f to 4 inception 

Steps I end 2 must happen together » die starting point occurs with Ihe kilia-day funding from DBL 
moving (o DBIL. Iflfoe inlra-day loan settles and Ihe DVF settlement with lender is not possible on pan of 
the basket (e.g. some stacks aril no: available) llten any excess cosh rivouid be returned to DDL. If it Is too 
late to rchiro cash to DBL, the pmito» : will be awcjri In the c.tvc r»f stock not seltling into DBIL from ihe 
lender, ihc sole should be partially raocilled and Ihe opitoniiVd amended to the new quantities. If Ibis cun 
not be done (duo to timing in the day) then a foil to die market will occur. Technically DBIL arc now in .» 
position to claim in' crest from the broker fto accommodate die interest accruul imbedded in the option; r 
ru'd). 

II bulb steps 1 anti 2 loppeu odd ptrhops they take place too late during the SD for 3 to settle, DBIL will be 
long stock and short Hie intis -day cash funding to DBL. A* part ofDBIL's genera) business it has 
consistent outstwxIinK loans *° DBL- We ore relying on legal right of offset for any shore cash in contra 
against existing loans. If this happens hte at night, oveniighl Autdmg in this instance stuiuld be. possible 
Wilder ihc arrangement DHL has with NY. Again, if possible Ihe «te nutl optionvfw'i) Sliould be (Xirtially 
cancelled, if nui the sale will foil leaving DD1L in the same poitlioa (tlus is quite normal in Ilte equities 
itiiiikci). Any costs of failure will be bourne by the relevant parties to the fail This will be interest cons 
primarily ire described above 
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Step j is DVP and the stock and cash movstvenb occur at the same tin*;. As these rely rtt >he market 
broker involved any fail woald'pui us bid, in (he position above. 

Cash collateral - unwind 

The unwind in reverse should flow as foHnws: 

Sup* him! ‘I 

*. On SD of (He term date of the jmi/gafl minus 3 business days (normally !he Valuation dew “VD" for 
the swaps itt steps 5 to ft or indeed (he VD for the optiom/fwd j DBIL. w vit'.d l>n> shares from D D L ot 
the exercise price of the Qptiou^fwd. DVH against USD cash, 
ii. DBIL rcqiic-jt intra-day ftmdiug front DBL-lnorder to settle the DVH pure hue 
»«. The shares and cash move DVP leaving DD1L long stock and short ultra-day funding to DBL 

Steps J anil 2 

iv. On SD of the iertn date minus 2 days DBIL wiU. agree with the fender to return shares in lieu of the 
collateral (to coincide with fin) above) 

r. SO. the dares and cm h move DV? unwinding the loan pan sac lion. Tills leaves DBIL Inttg cash and 
short intro-day funding to DBL 
vi. DBIL returns the intra-day fund ins la DBL 

.Vul/h-wcn / jails - Steps I ft* •/ l/nwim J 
Steps JttncH 

As these steps rely qn the DBL purchase settling, if this foils DBI1. will be left whit the intra-day fording 
iron) DBL. Depending on the lime of day uf the fail this may be returned tu PBL before ihe final deadline 
for daily funding or swept by treasury out of the n warns (as described above). 

Steps 1 miiI !. 

If«cps3and4 foil then the above will happen. It they rente then DBIL u-ill be lon^stnck and shod intra- 
day cash to DBL. In this case DBfl will rely on legal right of offset against existing loans. This will iilso be 
the esse if steps 1 and 2 fail (as tltcv are DVP). 

Aon- fits fi collateral inception 

Where non-cash collateral is required by Bis lender selttemenl uf Ike collateral normally takes place one 
business day before settlement of Ihe stock {"prepay"), In this casv die flow would he as follows: 

Slc/K I to J 

1. Tl), agreement of the loan lakes place (again SD is TD + 3 rltyv) 

ii. SD minus If SD ~ I" or TD + 2). DWJL require non-cash collateral ("CliO") which Uteyget from a 
repo with DBL 

id. DBIL prepay Hie C»IO to the lender on SD - 1 

iv, SD the lender gives slock to DBIL (against the prepayment «rG10) 

v. OBiL use the slock to settle DVP with the market broker. Tlx- cash raised is used in satisfy the reixr 
with DBL 

In this context the repo G 10 is delivered one day before the cash settkj which implies dit offset of exposure 
nf against existing loans made by DBJL KiDIIL. The repo cxpOrtne will never exceed the loan* 
embtandiog. 

Settlement Mis - ttept 1 to i Inception 

If the DBL repo fails and DBII. do not receive the OK) (SD - I) then the whole irniisaction will foil as 
DBIL can not prepay and get lit: Stock on SD. .All parties xfioilld be flat although DBIL may need to citltcr 
extend settlement of (ho sale to the market broker and the puc’eall facing DBL (to accommodate Ihe extra 
day settlement cycle). If this is not possible u market fail will occur and we arc back to tile situation 
described uhovc of standard nvirket interest claims. 
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IfDBIL receive (he GUI Item DHL and DBU. are not aide !■? pur it on to the lender (hen tie whole 
transaction will fail DBL in iiiti instance will have prepaid die ' J JO a day earlier thin required for cental 
Schlcmcrt! of dvr stock, which -vil! ase (he i>!Ts;i described above. The position with extending terms i.tf thc 
stdv surd option* is the same OR the market fail and interest claims is the sntne. 

If the G10 nukes it to the fender sl> - 1, the first leg ihalroulJ fait a the stuck coming to DBIL on St). In 
this rase tits situation is exactly a* describe above. 

If (tie G 1 0 settles with the fender 5D - 1 , the slock is passed to DBIL by tire fender but can not be settled tu 
the market broker lh«i the position is also oa above. 

NB: ivhcre prepay tikes place a day too early (he consequence is just an extra day’s worth of emit! risk on 
the prepaid colbteral {and probably an extension of the repo by a (Jay). 

Sen-cash colloltrul- unwind 

This again is laifiy simple as follows (although there may be a requirement to "post pay" ie» provide 
collateral to the lender for an c.vhn day - this is tret a frequent requirement) In reverse order. 

Steps Jan, id 

l On VD of this optiunt'fwd DJ3J1. buy chores from the DEL at the exercise price of the options ■ fwd, 
DVP aguinst USD eidt 

tL DBIL rttpast mira-day funding from Dffll. to settle the DVP purchase 
its. The shores tmd otsh move DVP leaving DBIL I cup stock and short intra-day funding tu DBL 

Stem 1 and 2 

iv. On live some VD DBIL will agree with the lender die return of (ho shares ir lieu of oollnieml (to 
coincide with iiiahavei 

v. On SD the shares will move Fop (cs the lender has O ld already), either the lender '•vill return the Cili) 
same day or there will It a postpay for one Jay. 

vi. If the G 10 is returned scirx.lay thru die repo ends at this poire and the Gilt is relumed fur USD 
cash, the cash satisfying the kUra fundi no If die 010 is re lamed the following day then the repo will 
end day after as well. 

SHlleuitntjiliii- steps l la-J Unwind 

If the purchase from DBL foils then PftlL will have no stock to return rtadthe vvliole load and' repo will 
need m be extended by one more doy. DBIL wriil be left with tntre-doy Finding Imm DBL ond depending 
upon Hie time nf day either ihi> will be renmitd nr swept ftoni the nwtros by tree lory. 

If the purchase settled then DBIL will be long sock and short ultra -tie y cash. If nothing cite settles (hen 
the shun cash Will offset against waiting loans as described above 

If the stock settle* back to the lender nod DBIL do not receive the fi 10 then the position is the same ns 
above although in this cose tftey have no stock. 
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Simon Pearson 
02/14/200712:11 PM 


To: Carotine-CON Richardson/DMGCON/DMG UK7DeuBa@DBEMEA 
cc: Harcharn Purewal/DMGOPS/DMG UK/DeuBa@DBEMEA, Kathryn 
Marsden/db/dbcom@DBEMEA, Laurence Pilion/db/dbcom@DBEMEA, 
Peter Lau/DMGCON/DMG UK/DeuBa@DBEMEA, Will 
Kettteweli/D M GCON/DMG UK/DeuBa@DBEMEA 
Subject: Re: Fw: DBIL-AiG TRACKED STOCK LOANS© 


Who booked them ? 


Simon Pearson 


Inventory Management - Complex Equity 

Office +44 207 547 3237 

Mobiie/Blackberry +44 7802 941 691 

Home +44 1342 833 654 

Fax +44 113 336 1598 

Deutsche Bank AG London 

Global Markets 

1 Great Winchester Street 

London EC2N 2EQ 

Caroline-CON Richardson/DMGCON/DMG UK/DeuBa 


Caroline-CON 
Richardson/DMGCON/DMG 
UK/DeuBa 
02/14/2007 08:50 AM 


To Simon Pearson/D MGEQ/DMG UK/DeuBa@DBEMEA 
Peter Lau/DMGCON/DMG UK/DeuBa@DBEMEA, Kathryn 
Marsden/db/dbcom@DBEMEA, Will 
cc Kefflewell/DM G CON/D MG UK/DeuBa@DBE M EA, Laurence 
Piilon/db/dbcom@DBEMEA, Harcharn 
Purewal/DM GOPS/DM G UK/DeuBa@DBEMEA 
Subject Fw: DBIL - AiG TRACKED STOCK LOANS 


Simon 

Just to let you know that there is a $152k hit to P&L caused by an incorrect payment of tax to the IRS on 
borrows from AIG in Jersey. The borrows where incorrectly booked to be tracked through DTC. therefore 
AIG has received 70%, we have been charged 100% and the balance of 30% paid to the IRS. In theory, 
this is recoverable from the IRS, however after speaking with Harch on the practicalities of this we believe 
taking to P&L now is the most prudent approach. 

In the background, Harch will create a reclaim trade in CAM and BAC will create a provision against it 
(hence the PL hit). The claim to recover the funds against the IRS will be made by the TaxOps team and 
if recovered, then the credit will back to IM P&L. 

Please let me know if you have an queries. 

Regards 

Caroline 


GM Equity 

CIB Controlling - BAC 
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Tel +44207 545 9299 

Emaii: caroiine-CON.richardson@db.com 

Forwarded by Caroline-CON Richardson/DMGCON/DMG UK/DeuBa on 14/02/2007 08:11 

Ken 

Ballantine/DMGOPS/DMG 
UK/DeuBa To 

14/02/2007 08:10 cc 

Subject 


Carofine-CON Richardson/DMGCON/DMG 
UK/DeuBa@DBEMEA 

Fw: DBIL- AIG TRACKED STOCK LOANS 


Caroline, 

As requested. 
Kind Regards 
Ken 


- Forwarded by Ken Ballantine/DMGOPS/DMG UK/DeuBa on 02/13/2007 09:54 AM 

To Harcharn Purewal/DMGOPS/DMG UK/DeuBa 

02/05/2007 02:30 PM “ 

Subject DBIL - AiG TRACKED STOCK LOANS 


Ken 

Ballantine/DMGOPS/DMG 

UK/DeuBa 


Harch, 

Here is the breakdown of trades and cash items for the tracked positions we had with AIG 

I have attached the DTC reports and a screenshot of the outstanding nostros, where we have been 
debited 100% dividend. 

Total USD @100%$507,849.13 

Total overpayment @30% $152,354.73 

Many Thanks 

Ken 



AIG TRACKING.doc AIG N05TR0S.xls 
Cusip 717081103 -PFIZER 

305,215 Nominal = Dividend @100% $73,251.60 - 305,215 Nominal = Dividend @70% $51,276.12 
Cusip 774341101 - Rockwell Collins 

6,000 Nominal = Dividend @100% $960.00 - 6,000 Nominal = Dividend @70% $672.00 
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Cusip 931142103 -Wat Mart 

71,940 Nominal = Dividend @100% $8,576.00 - 71,940 Nominal = Dividend @70% $6,003.20 

Cusip 983919101 -XILINX INC 

63,300 Nominal = Dividend @100% $5,697.00- 63,300 Nominal = Dividend @70% $3,987.90 

Cusip 038222105 - APPLIED MATS 

324,170 Nominal = Dividend @100% $16,209.00- 324,170 Nominal = Dividend @70% $11,346.30 
Cusip 438516106 - HONEYWELL 

384,020 Nominal = Dividend @100% $87,124.54-384,020 Nominal = Dividend @70% $60,987.18 


Cusip 166764100 - CHEVRON CORP 

105,957 Nominal = Dividend @100% $55,097.64 - 105,957 Nominal = Dividend @70% $38,568.35 
Cusip 291011104 - EMERSON ELEC 

11,480 Nominal = Dividend @100% $5,108.60- 1 1,480 Nominal = Dividend @70% $3,576.02 
Cusip 30161N101 - EXELON CORP 

16,890 Nominal = Dividend @100% $6,756.00 - 16,890 Nominal = Dividend @70% $4,729.20 
Cusip 30231 G 102 - EXXON MOBIL 

641,505 Nominal = Dividend @100% $205,281.60 - 641.505 Nominal = Dividend @70% $143,697.12 
Cusip 501044101 - KROGER CO 

37,660 Nominal « Dividend @100% $2,447.90 - 37,660 Nominal = Dividend @70% $1 ,713.53 

Cusip 773903109 - ROCKWELL AUTO 

183,730 Nominal = Dividend @100% $41,339.25- 183,730 Nominal = Dividend @70% $28,937.48 
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SHAHCHI.LNDB@btoo 

mberg.net 

03/14/2007 02:15 PM 


To: FABCOHEN@bioomberg.net 

cc: 

Subject Re: US names 


=====Begin Message=”= 

Message#: 141241 

Message Sent: 03/14/2007 09:15:01 

From: SHAHCHI .LNDB@bloomberg.net | CHIRAAG SHAH I DEUTSCHE BANK AG, 
LO! 1726 | 115008 

To: FABCOHEN@bloomberg.net i FABRICE COHEN | BNP PARIBAS1 I 
Subject: Re: US names 


sorry fabrice - none of the names go over record date which is what we were 
looking to do... are there any other names which go over record which you are 
interested in trading? 

Original Message 

From: FABRICE COHEN, BNP PARIBAS 
At: 3/14 12:38:38 

no issue and after we can roll them ? let me know teh spread 

Original Message 

From: CHIRAAG SHAH, DEUTSCHE BANK AG, LO 
At: 3/14 6:37:41 

sorry mate - the maximum we could do is a 4 week trade. .. 

Original Message 

From: FABRICE COHEN, BNP PARIBAS 
At: 3/14 12:36:29 

we can trade a 3 months swap against libor 1M, cancelable at each reset. 

Original Message 

From: CHIRAAG SHAH, DEUTSCHE BANK AG, LO 
At: 3/14 8:35:21 

Morning Fabrice - what dates are you looking to trade? 

Original Message 

From: FABRICE COHEN, BNP PARIBAS 
At: 3/14 12:33:00 

any idea ? thanks 

Original Message • 

From: CHIRAAG SHAH, DEUTSCHE BANK AG, LO 
At: 3/13 13:30:40 

i am not too sure. . .peter is not in this afternoon, so i will have a chat 
with 

him and get back to you tomxnorow if that is ok? 

Original Message 

From: FABRICE COHEN, BNP PARIBAS 
At: 3/13 17:27:35 

which spread ? 

Original Message 

From: CHIRAAG SHAH, DEUTSCHE BANK AG, LO 
At: 3/13 13:03:09 
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Hi Fabrice. I work with Peter and will be covering the US book here at 
Deutsche . 

Peter forwarded me your request from last week and this is what we could 
possibly do. Thanks, Chiraag 

Ticker Qty 

ASD US 48,812 

CTX US 31,766 

PHM US 59,825 

RDN US 13,882 

TOL US 25,802 

=====End Message=== 
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Dividend Yield Enhancement Meeting with Lehman 


Page ! of I 


Lane-John, Debra 

From: Qaiser, Amna [Amna.Qaiser@ny.email.gs.com] 

Sent: Thursday, October 05, 2006 9:33 PM 

To: Chropuvka, Gary 

Cc: Khodadadi, Arlen 

Subject: Dividend Yield Enhancement Meeting with Lehman 

Lehman came in to talk about dividend yield enhancement service that they are able to provide us. For our 
European positions, we went over three different options that we may have as far as dividend yield enhancement 
is concerned and the pros and cons for each of the options. 

1 . Single stock yield enhancement: In this case we can negotiate yield enhancement on a stock by stock basis. 
The benefit of this approach is that we can negotiate terms with a number of counterparties and pick a specific 
one based on the yield offered. This however is operationally burdensome. 

2 . Rehypothecation: With rehypothecation, dividend yield enhancement is offered on the entire portfolio. We still 
keep the right to remove specific names if we get a better rate with another counterparty and the process is much 
easier than single stock yield enhancement because of fewer operational headaches. In order to receive yield 
enhancement the security should be in the portfolio three days prior to the record date and must remain in the 
portfolio for a specific period depending on the stock in question. 

3. Exclusive: In this case the portfolio is reviewed on a yearly basis and based on the expected dividends in the 
portfolio an upfront payment is made. A collar is also placed on the expected dividends so that if the dividends 
vary within the collar the payment does not have to be partially reimbursed or increased. Beyond the collar, the 
portfolio may have to pay back any expected dividend value that was not realized. 

Lehman will send us indicative rates for the various markets shortly. They felt that rates would be comparable in 
each of the scenarios above. 

For US positions In our offshore funds, another option is somewhat similar to rehypothecation where a portfolio is 
reviewed on a monthly basis and yield enhancement offered. The actual enhancement would be done through a 
stock loan agreement and should be theoretically seamless to us, but would require some sort of collateral 
management by our back office (collateral could be either in the form of securities, short tern notes, or cash). We 
again, maintain the right to recall the stocks. 

Some of the issues to keep in mind when getting involved in yield enhancement are: 

t. This should not be done for pass-through funds (I.e., our onshore funds) where clients would rather received 
the dividends net of taxes instead of a manufactured dividend. 

Some things to look into: 

1. Emerging markets securities and the dividend yield enhancement available on these names. 

2. Canada, and Japan may be of interest for yield enhancement. 
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02/08/2008 13:31 6172042420 


BOSTON GLOBAL ADVISO 


PACE 


Goldman Sachs Aeercy Landing I Peterborough Court 1 133 Pact Street I London EC4A 28B 
Tfet: OSO 7774 1000 

Regulated by the financial Services Authors 


September 21 , 2004 
The Director* 

Goldman Sachs Funds SICAV 
FAO: Mr. Tad Sotir 
Managing Director 
Investment Management Division 
Christchurch Court, 3" Floor 
10-15 Newgate Street 
London, EC1 A 7HD 
United Kingdom 

□ear Sirs: 

In follow-up to our earlier cBscusaons with Ted Sotir, I am writing to 
summarise the terms of our proposal to provide securities lending services 
through Goldman Saohs Agency Lending ("GSAL"), our U.K. agency lending 
entity. 

For the second year of the lending program, we are offering an overall 
revenue guarantee of $3.2 million (vs. $2.0 million in Year 1) across the 
Luxembourg funds listed in Exhibit 1. Key terms of our proposal are as 
follows:. 

■ Agency securities lending fee equal to 1 6% of the gross lending 
revenues (consistent with last year); 

• GSAL will pay transaction costs related to securities lending, consistent 
with the fee schedule In place with the custodian; 

■ One year guarantee term extending from July 15, 2004 through July 
14, 2005; 

• Estimated annual net lending revenues of US$4.5 million; and 

■ Subject to the precise terms of the relevant agreements. Including 
indemnification against bo newer default. 

Moving the contract term to a July to July cycle will facilitate a more timely and 
aocurale annual review prooess by avoitfing expiiy In the middle of the busy 
Spring lending season (March to June). 
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September 21, 2004 
Page Two 


The revenue guarantee is subject to the assumptions outlined below along 
with certain caveats regarding potential changes in the funds’ portfolio 
composition, and the tax or regulatory environment. 

* 1 00% of each portfolio will be available to lend; 

■ All stocks wW be available for loan over the dividend record date(s); 

■ Each portfolio will be made available for lending through the GSAL 
agency securities lendng programme for a period of 12 months from 
the date 8pecified in the relevant agreements); 

* The funds’ custodian will cooperate with GSAL In the movement of 
securilies and cash In connsctfon with the lending program; 

* Dividend entitlements for the Funds will be In accordance with the 
attached schedule (see Exhibit 2); and 

■ Loans will be collateralised with Gt 0 debt excluding Japan and Italy, 

In the event that the portfolio manager liquidates positions of the Funds, them 
is a change to the composition of the Funds, the Funds are made unavailable 
tor lending, or there Is a change 'm asset class of the Funds, any of which in 
the reasonable opinion of GSAL has a material adverse affect on the 
constitution of the portfbfios of the Funds and GSAL’s use of the Funds, then 
GSAL reserves the rightto give notice to the Funds that It wishes to revise the 
guaranteed fee. In which case the Funds shall agree to renegotiate in good 
faith an appropriately adjusted guaranteed fee. 

In the event that any securities become unavailable for loan due to changes in 
a country's applicable law, regulation or market practice, or there Is a change 
in the fiscal regimes ol these countries, Ihen the stated guaranteed fees 
above shall be subject to good faith renegotiation at that Brno. 



Sarah Cadogan 
Executive Director 


,cc Tred Mclnllre 


Confidential Proprietary Business Information 
The Goldman Sachs Group, Inc. 

Produced Pursuant to Senate Ride XXVt(5HbX5} 


GS-PSI-00432D 


04/06 



324 


02/09/ 2063 13; 31 6172942420 


BOSTON GLOBAL ADVXSO 


PAGE 05/06 


Exhibit f 

The lending activity of the following portfolios Is subject to these procedures: 
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Goldman Sacha Luxembourg Funds 
Securities Lending Proposal - 2005 Dividend Cycle 
Assumed Tax Withholding Rates 


Net 

Withholding 

Rate 


Austria 

15% 

Belgium 

25% 

Canada 

25% 

Denmarit 

28% 

Roland 

15% 

France 

25% 

Germany 

15% 

Italy 

27% 

Japan 

7% 

Norway 

25% 

Spain 

15% 

Sweden 

30% 

Switzerland 

35% 

United States 

30% 


Nola: The above withholding rates served as the basis tor our revenue 
estimate and revenue guarantee. 


214*7004 14(49 
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Brier, Bruce fbbrief@letiman.com]. 
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John 

Yes I did and i have some questions for you. As I explained, wo have 
been doing pretty much the same thing out of our Cayco entity where we 
often buy at 85 and not 90. Stop by and we can compare and constrast. 

Bruce 

> Original Message 

> From: Carriero, John P 

> Sent: Thursday, March 18, 2004 11:11 AM 

> To: Carriero, John P; Brier, Bruce 

> Cc: Pace, Alan; Conniff, Kevin 

> Subject RE: 

> 

> Bruce, Did you have an opportunity to take a look at this? 

> 

> Kevin, Per our conversation, this is the trade that UBS does to 

> enhance the yield on Maverick's portfolio. So that's the positions are 

> moved to UBS over that period. 

> 

> John 

> 

> — Original Message — 

> From: Carriero, John P 

> Sent: Monday, March 1 5, 2004 5:38 PM 

> To: Brier, Bruce 

> Cc: Pace, Alan 

> Subject: 

> 

> Bruce, 

> 

> Per our conversation, the trade that is provided to Hedge funds such 

> as Maverick is offered as a part of the whole relationship so we buy 

> the dividends at 90-92 1/2 and we sell at 97-98 on average. The 

> duration of the trades is from one week to one month base on the 

> unwind. The initial hedge is crossed to the counterparty and we buy 

> back a total equity return swap. The hedge execution on the unwind of 

> the one week trades goes down to the NYSE floor to be executed, so 

> there is equity risk on these trades. When the duration goes to one 

> month then a broker can be used to cross the shares at the closing 

> price. The actual tax risk on both trades is passed to the 

> counter-party that where the trade is executed. Let me know what we 

> can provide to our hedge fund clients. 
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From: 

to-FT"] 
Cc: [ f “| 

BccTfjj 
Subject: | 


Sent: 4/7/2004 4:27 PM. • 


Brier, Bruce [bbrier@iehman.com], 

Carriero, John P]jranier@lehrnan.com). 

Pace, Alan [aIan.pace@iehman.comj; Harrison, Kevin A (hamson@iehman.comj; Maynard, ian i 
| [im aynard@l ehm an .co m] . 

RE: Cayco. 


Our duration standard is longer. 

Bruce 

> Original Message 

> From: Carriero, John P 

> Sent: Wednesday. April 07. 2004 4:24 PM 

> To: Brier. Bruce 

> Cc: Pace, Alan; Harrison. Kevin A; Maynard. Ian 

> Subject: HE: Cayco 

> 

> I will also get some US counterparties, what would he the duration? 

> The standard most counter parties use over three days for shares not 

> crossed both ways and seven days if crosses both ways. 

> 

> John P. Carriero 

> Lehman Brothers Inc. 

> 745 Seventh Avenue 

> New York, NY 10019 
>212 526 6929 

> 

> Original Message 

> From Brier, Bruce 

> Sent: Wednesday, April 07. 2004 3:42 PM 

> To: Carriero, John P 

> Cc: Pace. Alan; Harrison. Kevin A; Maynard. Ian 

> Subject: Cayco 

> 

> John 

> 

> Thanks for the diagram. The way we left it the last time we met was 

> that you were going to identify US counterparties that would be wiling 

> to pay 97-98% on the swap. I see here you have 100%, I assume the 

> difference is built into the rate? 

> 

> Is this diagram prepared for the US counterparty? 

> 

> I would suggest a bit more discretion (ie, less reference to tax 

> treaties) and, if this is for the unrelated US buyer, less detail of 

> flows prior to the swap/sale. 

> 

> Bruce 

> 

> Original Message — 

> From: Carriero. John P 

> Sent: Wednesday, April 07, 2004 1 1 :25 AM 

> To: Brier, Bruce 

> Cc: Pace, Alan; Harrison, Kevin A 

> Subject; 

> 

;ji > Bruce, 
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> Please review this trade and let me know how you want to proceed, t 

> have a couple of counterparties that I've traded with in the past and 

> I'il be speaking with to see if they have an interest in trading with 

> us on the dividend side. This trade is initially being set up for 

> Maverick bul is offered by our competitors as part of a total 

> financing relationship with hedge funds. Take a look at this and let 

> me know any questions that you have, then let’s set up a little time 

> m the next day or so to go through all the issues that we’ve been 

> discussing. 

> 

> John << File; Caymans Island Trade.ppt » 

> 

> John P. Carriero 

> Lehman Brothers Inc. 

> 745 Seventh Avenue 

> New York, NY 10019 
>212 526 6929 
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From: Curtis, Rob (rcurtis@lehman.comj. Sent:7, '27/2004 12:22 PM. 

To { ■ j PinnncK, Matthew (matthew.pinnocik@]ehman.con-j: Ryan, Patrick D fpryan@lehman com]: Bisesi, Brian 
(brian.bises|@lehnTan.comj. 

Cc: j j Story, Richard G irslory@Ieii rrtan.cbm) 

Md~—.z i" ’ zz " . i zzizzzzz .. z 

Subject: R£: Moore Capupdate. 

Once I'd finished sobbing into the phone Steve apologised and said it 
wasn't his intention to cause us problems but the div differential was 
j significant enough to consider moving. He did however state that our 
| relationship was far more important than the guy bidding the stk away 
i and hence once we matched more than happy to keep as is 

j — Original Message — 
i From: Pinnock, Matthew 
| Sent: T uesday, July 27, 2004 5:15 PM 
; | To: Curtis, Rob; Ryan, Patrick D; Bisesi, Brian 
: | Cc: Story, Richard G 
‘ j Subject: Re: Moore Cap update 


What was their response to your disappointment? 


j — Original Message — 
j From: Curtis, Rob <rcurtis@lehman.com> 
i To: Ryan, Patrick D <pryan@lehman.com>; Bisesi, Brian 
| <brian.bisesi@lehman.com> 

j CC: Story, Richard G <rstory@lehman.com>; Pinnock, Matthew 
! <matthew.pinnock@lehman.com> 
j Sent: Tue Jul 27 15:37:26 2004 
! Subject: RE: Moore Cap update 

i Just as a side to that... 

I Friday 4:00pm Moore wanted to unwind 1 .4mm Aventis as they had a better 
I div bid elsewhere (lehman 85%, v 92% away) This trade was done 
i originally on the understanding that it came as a package with Sanofi 
j brrw, execution, funding etc... we haven't rate changed San borrow (we 
j did everyone else) hence we were slightly 'put-out', aside from the fact 
I we had traded the stk the other side. Result being we matched the 92%. I 
j have made them aware that this was a bit inconvenient aside from the 
i loss in p&l we would incur. This should add further leverage to our push 
j for PB, I can provide more details if necessary Rob 

| Original Message — 

i From: Ryan, Patrick D 
j Sent: T uesday, July 27, 2004 2:42 PM 
j To: Bisesi, Brian; Curtis, Rob 
j Subject: RE: Moore Cap update 

; I agree with you on P&L - its better in the LPS. Sounds like Steve was 
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messed around by Goldman on the borrow of Aventis that Rob tried to 
put-through to them for Steve. If we continue to service Steve in same 
fashion, I think we should be pushing for a PB account with him. The way 
we have serviced him on the sanofi/aventis deal is first class (as he 
would agree) - 1 plan to communicate that up the chain to Moore in NY 
(with Sherman's help). 

— Original Message — 

From: Bisesi, Brian 

Sent: Tuesday, July 27, 2004 9:05 AM 
To: Ryan, Patrick D; Curtis, Rob 
Subject: RE: Moore Cap update 

Cool. I really think we need to get them on to LPS and eliminate all 
TRS clients. 1 know you agree. Per Rob's recent discussion with Moore 
re Aventis - can we use this as leverage to promote the CFD Annex 
sooner rather than later? Or, maybe we are happier with LPS? In terms 
of P/L I'm actually much happier with LPS. 


— Original Message — 

From: Ryan, Patrick D 
Sent: T uesday, July 27, 2004 1 :52 PM 
To: Bisesi, Brian; Curtis, Rob 
Subject: Moore Cap update 


Spoke with Tony Gallagher and Marshall Terry yesterday. 

The spin-out of SJL Moore Ltd is scheduled for Aug 1st. 

They are looking to novate the existing swaps with us - they will send 
the novation requests to me. I talked them through the LPS and sent over 
a draft LPS confirm for review. 

Will follow up with them tomorrow to see if they want that product 
instead of TRS. 


Patrick Ryan 
Executive Director 
Hedge Fund Services 
LEHMAN BROTHERS 
*212 526 7142 
Mob: 

* pryan@lehman.com 


■ = Redacted by the Permanent 
Subcommittee on Investigations 
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« 

Trommer, Steven [LONDON] [STrommer@lehman.com]. 



. .... . 
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> — Original Message 

> From: Ryan, Patrick D 

> Sent: Friday, August 22, 2003 6:30 PM 

> To: Harrison, Kevin A; Pace, Alan; Baldassano, Matt; Trommer, Steve; 

> Cipriano, Paul; Ventura , Salvatore; Brannan, Paul F [London]; Wilson. 

> Victoria; Bryan. Emma; Gitlham, Katie; Seto, Karen 

> Cc: Zorek, Jeffrey A; Lowrey, John 

> Subject: CFM US Business via CFD 

> Importance: High 


> Guys 

> For the CFM US business, it has finally been agreed with the client to 

> book both long and short business as CFD. 

> This will mean that the associated shorts will show as LBSF house 

> shorts in DTC 5229 and Kevin has confirmed that his team will be 

> responsible for covering the positions each day from a slock loan 

> perspective. 

> Unusually, we will not be booking any dummy stock loan to the client's 

> accounts. In keeping with the existing arrangement for europe and 

> japan, the service desk will charge the client the agreed stock loan 

> fee on their daily US short balance. 

> 

> They are planning to cross the existing portfolio on Sept 2nd (1st is 

> US holiday) and begin trading with Lehman that same day. 

> 

> Outstanding Issues 

> Paul Cip - confirm end of day file format that program trading will 

> send you and confirm that this is compatible with ADAT and can 

> successfully be booked in RB/ITS 

> Paul Cip - check tax status of manufactured dividends from LBSF back 

> to LBI (via LBIE) 

> Steve T - filter out the suggested daily stock loan trades for 

> client's account in Short Coverage screen 

> 

> Please reply immediately if there are any other issues still to be 

> addressed. 

> 

> Regards 

> Patrick 


LBHIPSI00034226 



Have checked the LPS documentation on European stock LPS and we only 
ever pay 85% on longs. 

LBIE has no capacity to make the reclaim of the 15% withheld. 

On the US underlying LPS confirms that I have seen we are committing to 
pay 100% of the dividend. 

The only way of getting 100% at source would be to utilise a domestic 
entity as holder of the stock. I understand that the longs are held in 
LBSF and we have an intercompany arrangement with LBIE. 

Whatever way we look at it we are running a two tier pricing system here 
from a dividend perspective 

Looking at it from a risk perspective we are dealing with 70 underlying 
entities 


The YE business is haircut at 10% of the full reclaim at risk on all 
long dividend payments in LBSF (hence we only receive 97% in the P&L). 

The YE business is bid at 90% max for 70 underlying baskets and 93 for 
85 underlying baskets.We generally borrow for long term. 

Going forward we must have some fundamental rules in common: 

* Stock baskets not single stocks 

* Minimum holding periods 

■ The dividend spread plus the reserve must be covered by 
incremental spreads to libor. 

Suggest we have a call tomorrow to clarify rules of the road. 
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From: David, Marissa [mdavid@lehman.com). Sent:9/i/2004 9:03 AM. 

To ( - ] Pome Highbndge [PHme_Highbr;dgB@ish:”an con): Demonte, Anthony V [ademonte@iehman.coml; 

EQSwapNY [8qswapny@lehman.com]. 

Cc r [ TjV; £Q Swap MO 

[nyeqswapmo@lehman.com3; Delia Rosa. Alex [adrosa@lehman.comj. 

Etoc 't : 1 

Subject: Concerns cn Active t rading with Sh ort Settlemen ts 

; Highbridge [earn, 

! Highbridge is recently doing a number of transactions that takes 
advantage of dividends based on short settlement. The current 
infrastructure on LPS (whether Summit or D1) is not designed to account 
tor varying settlement dates to calculate interests (especially if the 
rebalancing trade is composed of both short and regular settlements). 

Our numbers will be inaccurate during the later scenario. 

; In addition, dividend capture is manual because the current design in D1 
is based on ex-date. A programming change will be requested to use 
record date. 

; Is there a way to convince them to shift to CFOs for these short settled 
i trades? 

' Thanks, 

Marissa 

Marissa R. David 
: Lehman Brothers Inc. 

Equity Swaps and Yield Enhancement - New York 
i Tel.: (212) 526-6278 (direct) /3160 (group) 

Email: mdavid@lehman.com 
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Rom: Story, ftlenato <a EfStory@iehman com]. _ 

To: £ - J Ryan.. Patrick D [pryan@fehman.com], ' 

Cc [ - ] Harrison, K©Vin Afharri5on@iehman.com]; Sherman Neil Rfnsherman@iehman com] Fleiscmnan Sandv 
[sfteisch@lehman com] 

BccTrri .* zizir rz.izizzzr~ zz 

Subject: Moore Capital. 


The Bal. sheet impacts could be horrendous - remember CFD's are charged 
to net bal. sheet which means : 

1 ) We get charged 6bp cash cap by TSY (which Im sure will blow the 
economics on a FID trade) 

2) We use Net B/S capacity that is very valuable and on which the firm 
makes > 250bp average 

Kevin has agreed to set up some Bal.sheet training courses for the sales 
team to run through all these issues 

- once you've seen the implications you'll see this is a no-go. 

As an aside, why would Moore want to use a CFD rather than cash PB for 
markets without tax/access issues ? 

> — Original Message — 

> From: Ryan, Patrick D 

> Sent: Friday, September 10, 2004 2:58 PM 

> To: Story, Richard G 

> Subject: Moore Capital 


> Dicky 

> Went through how the CFD account works with Tony Gallagher @ Moore 

> yesterday (we are looking to go-live next week for Steve Chasen's RV 

> fund). 

> Fie really liked the simplicity of it and asked whether we could book 

> FID securities into a CFD account (remember the majority of Moore's 

> biz is FID). 

> I know we can book CBs as CFD so figure we could book Govts and 

> Corporates as CFD also - are you ok with this and can I pursue it with 

> Tony ? 

> Paddy 

> 

> Patrick Ryan 

> Executive Director 

> Fledge Fund Services 

> LEHMAN BROTHERS 
>*212 526 7142 

> Mob: ■■■■I 

> * pryan@IenmarWom 


= Redacted by the Permanent 
Subcommi 
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From: Pinnock, Matthew jmaUnaw pmriack@t3lmran. eoro| . Sent 9: : 7/2004 6 1 2 AM 

To: f - ] Dorman, Jeffrey S Odorman@iehman.com]. 

Cc :[-1 1 ' 7 “ 

Bcc-i-J . 

Subject: Ri; CQS MANAGEMENT tJK Moenng &si:u?s-on :« !)S Kcjijity Vielri Enhancement 

: It was discussed between Ian, matt and myself. Agree on the long side, 

there is better use of our tax capacity and there is upside with the ] 

shorts, as we only receive 96.5ai for distribution and 97ai for boxing, 
i I'll speak with Ian and revert. 

I — Original Message 

From: Dorman, Jeffrey S 

Sent: Friday. September 17, 2004 10:23 AM 

Fo: Pinnock, Matthew 

: Subject: Re CQS MANAGEMENT UK - Meeting - Discussion re US Equity Yield 
; Enhancement 


I don't think we made the right decision on this. Who ''approved” the 
trade. Let s find a way to swap out to US taxpayers the long side. 


— Original Message 

From: Pinnock, Matthew <matthew.pinnock@lehman.com> 

To: Dorman, Jeffrey S <jdorman@lehman.com> 

Sent: Fri Sep 17 02:1 1 :1 7 2004 

Subject: Re: CQS MANAGEMENT UK - Meeting - Discussion re US Equity Yield 
Enhancement 

This is the trade we discussed at our mthly meeting. Yes it has been 
approved for now and we are in the process of gauging if the market is 
moving to sub lOOai. 


Original Message — 

From: Dorman, Jeffrey S <jdorman@lehman.com> 

To: Pinnock, Matthew <matthew.pinnock@lehman.com> 

Sent: Fri Sep 17 02:47:56 2004 

Subject: Re: CQS MANAGEMENT UK - Meeting - Discussion re US Equity Yield 
Enhancement 

This trade is a garbage return. Did we approve it? 


Original Message 

From: Pinnock, Matthew <matthew.pinnock@lehman.com> 

To: Challice, Ben <ben,challice@lehman.com>; Michelagnoli, Carla 
<camichel@lehman,com>; Pinnock, Matthew <matthew.pinnock@lehman.com>; 


LBHIPSI0001B385 



Bizer. David [LDNj <dbizer@lehman.com>; Harrison, Kevin A 
<harrison@lehman.com>; Maynard, Ian <imaynara@lehman.com>; Rutherford. 
Mark <mrutherf@iehman.com>; Story, Richard G <rstory@lehman.com>; 
Brannan, Paul F [London] <pbrannan@lehman.com>; Dorman, Jeffrey S 
<jdorman@lehman.com>; Baldassano, Matt <Matt.Baldassano@lehman.com>; 
Curtis, Rob <rcurtis@lehman.com>; Gillham, Katie <kgillham@lehman.com>; 
Hamilton, Lisa M <lhamilto@lehman.com>; Trammer, Steven [LONDON] 
<STrommer@lehman.com>; Bisesi, Brian <brian.bisesi@lehman.com>; 
D'Angelo, Claudio <cdangelo@lehman.com>; Fretigne, Gilles 
<gilles.fretigne@lehman.com>; Froehlich, Thorsten 

<thorsten.froehlich@lehman.com>; Mammoliti, Luca <lmammoli@lehman.com>; 
Marchand, Stephane <SMarchan@lehman.com>; Zimmermann, Andrea 
<azimmerm@lehman.com>; Pittam, Julian <jpittam@lehman.com>; Schilling, 
Mark <mark.schilling@lehman.com> 

Sent: Thu Sep 16 06:44:50 2004 

Subject: CQS MANAGEMENT UK - Meeting - Discussion re US Equity Yield 
Enhancement 

<http://my.iehman.com/LL_S/imagelibrary/artwork/spacer.gif> 

CRM Journal Details 

<http://my.lehman.com/LL_S/imagelibrary/artwork/spacer.gif> 

<http://myJehman.com/LL_S/imagelibrary/artwork/spacer.gif> 

ACCOUNT : CQS MANAGEMENT UK - M040128 
DATE : September 14,2004 

SUBJECT : Discussion re US Equity Yield Enhancement 

LEHMAN PARTICIPANTS : 

Matthew Pinnock 

CLIENT PARTICIPANTS : 

Matt Coleman - Treasury Manager 


OVERVIEW : 

We entertained CQS for the evening and the following was discussed: 

- CQS have shown us $250mm of US equity longs (pref shs) and $170mm 
equity shorts (ords) to be placed on CFD with LB. These were previously 
held away, where CQS received 1 00% of the dividend on the longs and paid 
1 00% on the shorts. Recently, the CQS PB commenced paying 70% of the 
dividend on the longs. (We believe this may be Deutsche) 

- MC is happy to move the positions to LB on CFD, provided we can pay 
1 00% on the longs. 

FOLLOW-UP : 

- transfer balance from CQS PB 

- understand if other PBs are looking to move levels in market away from 
1 00% or is this just an isolated incident with CQS. if the market is 
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moving, look at balances on book where we pay 100% and, either re-rate j 

or leverage benefit into other things. \ 

OUTCOME : j 

- agreed with Maynard/Baldassano to bring on balance, even though j 

account is consolidated. Once above analysis is complete, we will review j 

broader audience. i 


<http://my.lehman.com/LCM/int/interaction/maintenance/maintenance.jsp7do 
cGUID=OOOOOOD810D681 14BF0AA6A372313F3E&cid=8024AC2D801C1 1 D494C600902792C 
AC1&operation=updatelnteraction&enot=Y> Click here to view/edit journal 
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Wo can trade CFD in most developed markets now except Asia whore wo are 
still awaiting tax sign-off. 

The main benefits are saving stamp tax (UK only, CFD saves clients 50bp 
tax on every purchase), yield enhancement on dividends, capital gains 
tax benefits (for US funds) and access to increased leverage (better 
than Reg T margin financing for US clients). In addition, clients use 
Equity Swaps (same as CFD apart from some operational aspects) to access 
markets they are not allowed to trade in on cash basis (Korea, Taiwan 
for example). 


> Original Message 

> From: Antigua, Al 

> Sent: Wednesday, September 29, 2004 3:00 PM 

> To: Ryan. Patrick D 

> Subject: CFD 


> Would you be able to tell me all the markets we trade in CFD as well 

> as the benefits in each market. 


> Al Antigua 

> LEHMAN BROTHERS 

> Vice President 

> Hodge Fund Services 
>*((212) 526-9231 

> Fax ((646) 758-5267 
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Front: 

To:7T 

BHj 1 

bcc- ( i 
Subject* 


romc . Stevs [LONI IN] jSTrommer@let*. -a* '-o.-i, Sent.10 8/20047:4 AM 

Okay, Bavin J ibokay@iehinan.coin], Curbs, Rob [rctfftis@tehmari com] , Boraczek, Bob 
[bap rxcac/oKkCLjooan con i]; Ryan, t’alnek D lpr yan@ie hiTian.com]; Morns. David idmorris@tehman.com). 


RE: Citadel s US Divs 


Thx.. I'll pass this along 


Original Message — 

From: Okay, Bevin J 

Sent: Monday, October 18, 2004 12:46 PM 

To: Trommer, Steven [LONDON]; Curtis, Rob; Boraczek, Bob; Ryan, Patrick 
D 

Subject: Re: Citadel & US Divs 


Cfd biz is book to a separate account and priced at +30/- 30 which is 
more than PB. 


Original Message 

From: Trommer, Steven [LONDON] <STrommer@lehman.com> 

To: Curtis, Rob <rcurtis@lehman.com>; Okay, Bevin J <bokay@lehman.com>; 
Boraczek, Bob <bob.boraczek@lehman.com>; Ryan, Patrick D 
<pryan@lehman.com> 

Sent: Mon Oct 18 03:29:05 2004 
Subject: RE: Citadel & US Divs 

Ian Maynard wants to know what the financing terms are for the Rouse 
CFD.. I would have said it defaults to the PB financing however I do not 
see this position booked in any of their PB accounts ... anyone know 
where it is and what the terms are? 


— Original Message — 

From: Okay, Bevin J 

Sent: Wednesday, October 1 3, 2004 1 0:37 AM 
To: Boraczek, Bob; Ryan, Patrick D 
Cc: Morris, David 
Subject: RE: Citadel & US Divs 

Rouse is being bought by General Growth Properties for 67.5 a share, 
expected close 1 2/31 . This should stay on until closing or a deal event 
(a few months).We agreed with Citadel that this product was not to be 
used for short term ex-date trading. Not sure why they have their own 
CFD book but it could be because they execute directly into CFD (DMA) 
which may help in reconciliations with Raptor. 


Let me know if you need more info. 
Thanks 


LBHIPSI00035362 
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Original Message — 

From: Boraczek, Bob 

Sent: Wednesday, October 13, 2004 10:05 AM 
To: Ryan, Patrick D; Okay, Bevin J 
Cc: Morris, David 
Subject: RE: Citadel & US Divs 

Bev/Paddy - what did you agree with Citadel ? 

— Original Message — 

From: Curtis, Rob 

Sent: Wednesday, October 13, 2004 9:55 AM 
To: Boraczek, Bob; Morris, David 
Subject: Citadel & US Divs 

Guys, what do we pay Citadel on US longs please over div ? 

Ian M is very concerned that the recent CFD they wrote with us in RSE US 
is a pure div strip using our tax capacity. Also, why do they have their 
own CFD book (CDL) ? thx 

Robert Curtis 

Prime Broker Sales / T rading 
+44 20 7103 3030 


SHillll 


LBHIPSI00035363 
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From: Story, Richard G (rstory@tehman.comj. Sent:! 1/3/2004 6:28 AM, 

Ryan, Patrick 6 jpryan@tehman.com]. — 

Cc: [ - j Sherman, Neiifi (nsherman@lehman.com;: Pace. A:an faian.pace@lehman.com]: Bisesi, Brian 
(bran bisesi@lehman.ccm] 

bZllZZ.Z ..." ~~~ " " Z.ZZZZ.ZZZZZZ.Z77 77. 

Subject: Highbridge Utilities Fund - ROA and pL analysis 


Paddy 

Good analysis - this is exactly type of analysis/metrics we should apply 
in PB Sales going forward. 

One small request - pis could you add Tax capacity details (ie- are we 
enhancing US divs, if so how much is 

The 30% enh. number that needs to be alloc to Highbridge .vs. the total 
we already use). 

Have you already had feedback/approval on this biz whilst I was on hols 
? 

Rich 

Original Message 

From: Ryan, Patrick D 

Sent: Tuesday, October 26, 2004 10:45 PM 

To: Story, Richard G; Dorman, Jeffrey S; Maynard, Ian; Harrison, Kevin 
A: Pace, Alan; Baldassano, Matt 

Subject: RE: Highbridge Utilities Fund - Yield Enhancement 


As requested, pis see attachment for ROA and B/S usage (I have used 
existing pricing for this exercise). 

Net Financing ROA on the new strategy is 25bp compared to 75bp on their 
existing PB account. 

Net Divisional ROA on the new strategy is lOObp vs 139bp on existing 
business. I am assuming we get $1 5mm in comms on the new strategy out 
of estimated pool of $6mm...we are in advanced talks with them on moving 
to electronic execution which should secure the $1 ,5mm at a minimum. 

Net net, the impact on the overall economics of Highbridge is minimal - 
Net Divisional ROA falls just 4bp from 1 39bp to 134bp. 

Pis advise on how to respond to client. 

Thx 

Paddy 


— Original Message 

From: Story, Richard G 

Sent: Thursday, October 21, 2004 3:16 AM 


LBHIPSI00035507 
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To: Dorman, Jeffrey S; Ryan, Patrick D; Maynard, ian; Harrison. Kevin A; 
Pace, Alan; Baldassano, Matt; Sherman, Neil H; Bisesi, Brian 
Cc: Ventura , Salvatore; Brannan, Paul F [London) 

Subject: Highbridge Utilities Fund - Yield Enhancement 


In addition to Jeff's comments, I would add that for every piece of new 
biz going forward we Need to calc the Bal. sheet utilisation (Net and 
gross) + ROA + $ 'Tax capacity' used. 

Pis include these metrics on the client approval forms and Sal pis also 
include this Data as standard on the transition pipeline sheet. 

Thx Richard 


— Original Message 

From: Dorman, Jeffrey S 

Sent: Thursday, October 21, 2004 1:24 AM 

To: Ryan, Patrick D; Story, Richard G; Maynard, Ian; Harrison, Kevin A; 
Pace, Alan; Baldassano, Matt 

Subject: Re: Highbridge Utilities Fund - Yield Enhancement 


Patrick, 

Please coordinate pricing (etc) with Matt B and Kevin H. I would like to 
see us move away from the last CQS style pricing decision. What percent 
of comms can we expect? 


Jeffrey 


— Original Message 

From: Ryan, Patrick D <pryan@lehman.com> 

To: Dorman, Jeffrey S <jdorman@lehman.com>; Story, Richard G 
<rstory@lehman.com>; Maynard, Ian <imaynard@lehman.com>; Harrison, Kevin 
A <harrison@lehman,com>; Pace, Alan <alan.pace@lehman.com> 

Sent: Wed Oct 20 16:14:03 2004 

Subject: Highbridge Utilities Fund - Yield Enhancement 


The new Utilities strategy is up and running at.Highbridge (see account 
5600193) and we need to complete the discussions we have been having 
with Potapchuk and the PM on yield enhancement. Our proposal to them was 
to move EVERY long into CFD regardless of record date or whether the 
stock pays or not (i.e. no cherry picking, no crossing in before record 
date etc). Shorts would stay as physical. For unwinds on longs, they 
would need to unwind the CFD first in order to avoid any short sale 
rules. 


LBH1PSI0003550B 
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= Redacted by the Permanent 
Subcommittee on Investigati o 


I j Patrick Ryan 
j j Executive Director 
M Hedge Fund Services 
| LEHMAN BROTHERS 
|* 212.526 7142 
|j M ° b : 

| * pryan@le^^^^m 


Assuming straight line growth over next 12 months from $75mm to $200mm 
of longs, the value of the 30% enhancement for the next 1 2 months is 
$1 ,65mm {$1 37,5mm x 4% x 30%). 

Any issues with the proposed arrangement ? 


Their current portfolio is about $75mm per side and the PM expects to 
grow this to $200mm per side over the next 6-12 months. The average 
number of longs will be 20-25 stocks with an average holding period of 
3-6 months. The average yield is expected to be about 4%. 


LBHlPSf 00035509 
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To summarize our discussion earlier today. 


1 1 First, there in no "silver bullet" but rather relative risks that should 
|1 be priced accordingly. The same guidelines that apply to CFD, Swap, or 
1 1 Securities Loan unless otherwise noted: 

§ 1. The longer the better-3 to 6 months are the shortest duration 
we should consider. One year or greater swaps are preferred. Longer term 
| which are habitually terminated eariy are suspect. 

|| 2. Swaps-singie equity swaps should be avoided. Baskets should 
I generally exceed 20 referenced assets. Swaps part of distribution 
|| transactions can have 10 referenced asset. Better facts include 
ill references assets that do not pay dividend, non-US issuer, or low 
|| yielders. For this reason, all other things remaining constant, Swaps 
ill preferred to CFD. 

I 3. General background-offered transaction should be viewed in 
|j light of existing customer background including current notional 
Ij balances, trading patterns, composition of referenced assets, ex-dates, 


1 1 4, Ail transactions have residual risk which should be priced 
I accordingly. By definition, 100% dividend equivalent payment under 
i|i i prices risk. 

I ! 5. The lowest risk transaction is the distribution business. 

1 1 Specifically. LBIE borrows or buys vs. swap from an 85% country and 
1 1 loans or sells vs. swap to an 85% country. 

1 1 Bruce 


Bruce Brier 
Lehman Brothers Inc. 

Sail'' MlwUm 


- Redacted by the Permanent 
Subcommittee on Investigate 
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Wc show them 100% on CFD with a basket of 10 positions, no more than 30% 
in any one position and a 60 day financing. As far as the SSF trading 
goes there are firms that currently offer ex minus one day then trade 
them out on ex. So to show them an uncompetitive price on a single stock 
future for a long duration is not advantageous to us or the client. The 
ABCs of cross border derivatives that i sent around earlier give a 
pretty good explanation of taxation and the associated risks on 
transactions. If you didn’t receive a copy let me know. 

John P. Carriero 
Lehman Brothers Inc. 

745 Seventh Avenue 
New York, NY 10019 
212 526 6929 


| > — Original Message — 

| > From: Meys, Michael 
1 > Sent: Tuesday, December 14, 2004 2:49 PM 
I > To: Krishnan, Anand; Carriero, John P 
i > Subject: RE: LTD SSF 
i > 

1 =• John, 
j > 

j > Were is the counterparty domiciled. This is clearly a yield 
| > enhancement trade and having this information is vital to correctly 
| > pricing the risk, 
i > 

j » Mike 
; > 

! > Original Message — 

| > From: Krishnan, Anand 
I > Sent: Tuesday, December 14, 2004 2:39 PM 
i > To: Carriero, John P 
| > Cc: Meys, Michael 
I > Subject: RE: LTD SSF 
j > 

j > If it is an off shore we can not provide 100 % on the dividends. I am 
| > not sure how are they are getting 100 % div on the swap. I can price 
j > this with 75 % div, if they need a pricing on this. 

I > 

j > — Original Message — 
i > From: Carriero, John P 
i > Sent: T uesday, December 1 4, 2004 2:37 PM 
j > To: Krishnan, Anand 
I > Subject: RE: LTD SSF 


LBHIPSI00105853 
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> They do swaps on them so they are getting 100% from other 

> counterparties, i asked us to show them a price on the SSF. 


> John P. Carriero 

> Lehman Brothers Inc. 

> 745 Seventh Avenue 

> New York, NY 10019 
>212 526 6929 


> Original Message — 

> From: Krishnan, Anand 

> Sent: Tuesday, December 14, 2004 2:13 PM 

> To: Carriero, John P 

> Subject: RE: LTD SSF 


> Thanks. What kind of tax withholding currently they are in. Thanks 


> — Original Message — 

> From: Carriero, John P 

> Sent: T uesday, December 1 4, 2004 2:17 PM 

> To: Krishnan, Anand 

> Subject: RE: LTD SSF 


> The counterparty is UBS O' Connor and they are offshore. 


> John P. Carriero 

> Lehman Brothers Inc. 

> 745 Seventh Avenue 

> New York, NY 10019 

> 212 526 6929 


> -—Original Message 

> From: Krishnan, Anand 

> Sent: Tuesday, December 14, 2004 1:59 PM 

> To: Carriero, John P 

> Cc: Meys, Michael 

> Subject: LTD SSF 


> What is tax bracket. Does this client have a prime account in Lehman. 


> Thanks 


LBHIPSI00105854 
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From: Brannan. Paul F {London} lpbrannari@lehman.com]. Senf: 12/242004 6:30 AM. 

To: [ - j Bisesi, Brian [brian.bisesi@leiiman.com], Q'Mara Sean G [sean.omara@lehman.com]; Ryan. Patrick D 
(pryan@iehman com}. 

;Cc: [ • } Lucas, Vincent [v!ucas@ieh man. corn); D'Amico, Tom jTom.Damico@lehman. com}; Freeman . Jill 
[Jifi.Freeman@lehman.com]. 
pcc. r - 1 

Subject: RE Moore Capital -- Lehman follow up materials . 

I Sean, 

: ! assume your guys set the accounts up. Can you please coordinate with 
; Paddy and get changed. You are going to have to touch base with Moore 
| in the US prior to making any changes. 

Paul 

| — Original Message — 
j From: Bisesi, Brian 

Sent: Friday, December 24, 2004 1 1 :27 AM 
To: O'Mara, Sean G; Ryan, Patrick D 

Cc: Lucas, Vincent; Brannan, Paul F [London]; D'Amico, Tom; Freeman , 

; Jill 

Subject: FW: Moore Capital -- Lehman follow up materials 

i Guys -- 1 found the pricing. See below. As you can see, we only offer 
| netting in cash PB. For CFD's -- I dressed it up a bit and sold it as 
; "combined" financing. In other words -- our standard CFD product. We 
i need to change. Thx, bb 


— Original Message 

From: Bisesi, Brian 

Sent: Thursday, May 20, 2004 5:29 PM 
To : 'tony.gallagher@ moorecap.com' 

Cc: 'steve.chasan@rnoorecap.com'; Pace, Alan; Sherman, Neil H 
Subject: FW: Moore Capital -- Lehman follow up materials 

Tony, 

It was good to touch base with you. I look fwd to speaking with you in 
detail around the differentiators of our Synthetic PB product. Let me 
know some times that work for you next week and I will coordinate call 
from my end. 

To summarise, the major benefits that our Synthetic PB product provides 
are: 

* Capital Efficiency = Cost Savings - Lehman's Synthetic PB 
product (CFD's) operate exactly like a cash prime brokerage account from 
a margining, reporting, servicing, financing, and securities lending 
perspective. For example, free cash, margin, and short sale proceeds 
are all treated the same and can be used to pay down debit balances 
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(i.e. fund long positions). 

: * Financing is charged at the account level across all synthetic 
} positions -- not on notional longs and notional shorts (like in a 
i traditional swap transaction). Since free cash, margin and short sale 
| proceeds are ail within the same account and are used against debit 
| balances, the economic savings is significant, 
j * Accounting treatment like cash equities - i.e. no equity resets, 
j P/L is realised upon sale, 

| * Margin call effected only if "net equity" in the account is less 
j than the daily margin requirement. 

j * Automated yield enhancement in some markets and potential to 
j further enhance yield through proactive coverage on a case by case 
! basis, 

| * Provides significant transaction savings. 

{ * Synthetic PB product is totally integrated with our DMA systems. 

| We have a complete STP system from point of trade through to reporting, 
i All fills are automatically financed (both long and short) into your 
j Synthetic PB account without anyone touching the trade/booking a stock 
j- loan transaction. 

j * Traded under ISDA and CFD annex. Reduces operational hassle - 
i no long trade confirms, resets. 

| Below, is the copy of the email that I sent to Steve. One thing that I 
ij mentioned to Steve was that we would spend as much time as necessary to 
| help you with any operational or IT customisation that may be required. 

Likewise, on the documentation side of things we will prioritise to the 
| top of our workload and minimise any legal back and forth -- i.e. we 
| will lead with a very clean doc and make sure that the biz side tracks 
tall comments to promote a more efficient negotiation. 

|| Thank you for your time and consideration. 

Regards, 

Brian Bisesi 

Head of European PB Sales 

Original Message 

From: Bisesi, Brian 

Sent: Monday, May 10, 2004 1 :50 PM 

To: Chasan, Steve 

j Cc: Sherman, Neil H; Story, Richard G; Pace, Alan; Ryan, Patrick D 
j Subject: Moore Capital -- Lehman follow up materials 


j It was good to chat with you on Thursday of last week and earlier today. 

| I have provided you with some information on each of the points we 
! discussed, if there is anything missing from this mail pis let me know 
| and I'll get it to you asap. I have connected with my US colleagues 
| regarding your visit and it looks like Monday or Tuesday would work well 


LBHIPSI00036707 



| for us. Pis indicate your preference, 1 will work with the Team to 
I create an Agenda to cover all the aspects of our product. Can you pis 
| let me know who would attend the meeting in New York and pis indicate 

I their functional responsibilities so I can coordinate appropriately. 

j Financing Levels 

I I have shown you two pricing scenarios below -- Option 1 is for Cash 

j -Prime Brokerage, and Option 2 is for Synthetic Prime Brokerage. Option 
1 2 is priced slightly wider b/c of the balance sheet usage as well as the 
jj yield enhancement, tax and transaction savings benefits that come with 
| synthetics. Furthermore, our Cash PB proposal includes full 
j netting/consolidation of financing within currencies. Our synthetic PB 
f proposal offers you combined financing -- in other words, the ability to 
j use free cash and margin to pay down debit balances. As we don't 
!| promote the paying down of debit balances for obvious reasons, we find 
|| this to be a good compromise to full Net financing. For example, we 
I receive better balance sheet treatment and the fund receives more 
I aggressive financing and stock loan levels. 

I 

[ « File: Moore Cap Fee Schedule.pdf » 

| Standard CFD Annex 

j We will only need to execute the below Annex in conjunction with the 
j existing ISDA(s) that you have in place with us. 

j « File: CFD Annex draft 30.04.041 .doc » 

| Corporate Actions 

| The primary source of our corporate actions data is Fidelity. We 
j maintain a Service Level Agreement that guarantees 98% accuracy on all 
| announced corporate actions. In addition Lehman Brothers has a 
j dedicated team of people that manage corporate actions including 
j scrubbing the data and running it through other sources (e.g. Bloomberg 
and Reuters). As part of our PB service, you also receive automated 
emails informing you of an upcoming event on your Lehman PB portfolio as 
well as reminder emails and phone calls as the election deadline 
approaches. 

In terms of your question around corporate actions on synthetics -- most 
of the time we are always on the same side of a corp action trade. We 

I haven't had an issue in the past where we couldn't vote the way the 
j client wanted. In the unlikely case that we were not able to vote per 

| the client request, we would isolate/segregate the position to get the 
j client to where they need to be. 

| « File; corp actions.pdf » 

| Product Presentations 
j « File: CFDs.ppt » 
j « File: New Pitchbook.pdf » 

I I can also confirm that we are able to do cross currency financing 
| trades on all CFD's. Thank you for your consideration of Lehman 

j Brothers. Please let me know if we have missed anything. In the 
I meantime, I will coordinate with my NY colleagues. 
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Kind regards, 

Brian J. Bisesi 
Senior Vice President 
LEHMAN BROTHERS 
25 Bank Street 
London El 4 5LE 
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From: Baldassano, Matt [Mat? Baiaassa:-:>.a>i?nm-i' corn). Senl:2/2/2005 12:02 PM. 

To: i -) Sherman, Neil H [nsherman@tenma*; -.'omj. ' ' 

zizzzzzi’zi' n 

BCC: ( - j 

Subject: RE: Cayman Securities Lending. 

j Give me a call when you have a chance on this. I hanks 

;j- Original Message 

■ I: f-rom: Sherman. Neil H 

j. Sent: Wednesday, February 02, 2005 1 1 53 AM 

: j. To: Baldassano. Matt 

;| Subject: Re; (dayman Securities I ending 


It need be just show the loan from client to leh cayman and not the 
whole transaction flow, which is our business. N 

Sent from my Comstar Wireless Handheld (www.comstarinteractive.com) 


!: Original Message 

j; From: Baldassano, Matt <Matt.Baldassano@lehman.com> 

! To: Sherman, Neil H <nsherman@lehman.com> 
j; Sent: Tue Feb 01 15:00:04 2005 
J: Subject: RE: Cayman Securities Lending 

I Paul Bacanovic and I just spoke to Keith. He is requesting that we put 

i flow diagrams together for CFDs. Swap and OSLA Cayman trade for YE 
j purposes. I'm not comfortable providing any of those flows and 
i confirmed w/ Bruce Brier that its not a good idea. We can have a 
. conversation, preferably face to face, with the client to discuss if you 
i would like. 

: Original Message — 

|| From: Sherman, Neil H 

I I Sent: Tuesday, February 01, 2005 2:25 PM 
1 1 To: Baldassano, Matt 

1 1 Cc: Overlander, Keith 

I] Subject: Cayman Securities Lending 

|| Matt, 

j; I Keith and I met with Dart Management on Friday afternoon about 
1 1 synthetics in a general fashion. Would you please call him. There is 
| j some short follow up that I think you would be best to do. Thanks. If 
1 1 you cannot do it, please pass it to Patrick Ryan. 

1 1 Neil 


LBHIPSS0013817B 





Andrew, 


Effective immediately, we will no longer be able to transact trades 
utilizing the CFD product. Can you please inform your clients. LPS or 
equity swap will be a viable replacement product. 


Thanks, 



-• r ‘ ' . if • t§ •- : ' ft ' It 

'Vk‘C T’;l 
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From: Barenthein, Peter |peter.barenthein#lehman;_comj. 

To: | ) Zorek, Jeffrey A [yor KlfMetirr on . ' 

Cc: [ - ) Krishnan. Ashok {aknsnna@tenman.com]-. 

Bcc: | - 1 

ut pci Tyi-f r [ vs Pad * m yxis 


Jeff. 

i condensed the analysis as much as possible to get to the point. For 
Tykhe things seem normal until March. In the first quarter, the 
dividend yield on the portfolio was in the mid 1 .20’s and the actual 
comes in at 1 .32, not a big deal, but the the last quarter the 
annualized dividend yield ticks up significantly (2.24%). There may be 
a a bit of gaming on the tax arb, and there is also some issue with 
taking advantage of specials within the LPS structure. March may be an 
aberration, but it certainly seems they took advantage of the tax status 
the past month. It comes down to this for Thyke's tight margins: spread 
between LIBOR and Fed Funds (we lose on average 1 1 .8 bps - Ashok can 
explain), some dividend arb, and specials. 

Best regards, 

Peter 


L B H i PS 1 00 05622 7 





i Rich, 

: Just 2 comments: 

| - For SSS - if clients are going to execute 1 way only we should require 
j it be on way out otherwise it will be difficult and most likely 
I unmanageable to track who has crossed in and who has executed in. 

| - Would like to get a clear definition, and perhaps challenge what we 
j have been told so far, of what constitutes a "US Client”. 


j > — Original Message — 

i > From: Story, Richard G 

f > Sent: Thursday, April 21, 2005 4:07 AM 

| > To: Ryan, Patrick D; Sherman, Neil FI; Baldassano, Matt 

j > Subject: Synthetics Re-engineering 

j > 

i > Paddy, Neil, Matt 

I > Pis review attached update of specific client details/positions 
j > attached - can you confirm the action steps Ive listed + Sales owner 
i > are correct ? 

! > Thx Rich 


» Summary : 

*■ - US +■ INTL clients doing hi-volume synthetic trading > 25posns 

* — > MUST use LPS + MUST execute both sides with LEH 

• - US clients wanting to do low-volume synthetic trading > 

> MUST use SSS single-stock-swap + MUST execute at least 1-side with LEH 

» - INTL clients trading INTL stocks are the only ones allowed to use 
» CFD going fwd 

» - Old trades which don't conform to this framework will be allowed to 
. unwind naturally (ie- no forced closure) 

- - Client specific action steps laid out below 


j > Client Specifics : 

| > 

j > 1) US swaps (LPS) with US clients : 

j > Clients - Tykhe stat $1.5bn, Highbridge CB $1.0bn, Tudor quant 
j > $0.25bn, 4-5 other stat/quant clients $0.3bn 
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> Street execution protocol - LEH, DB, CSFB, BOA, Bear, MS, GS all 

> require min, 1-side execution {UBS only firm that doesnt per 

> Highbridge ?) 

> Summary action step - 

> A) stat clients - execute both legs via LPS with LEH - NO ACTION 

> B) Highbridge - exec 1-leg today in CB's, TBD whether Baldassano 

> proposes SSS or LPS 'Point to liquidity' (o/s with Legal) 


>2) 'US CFDs with US clients : 

> - clients - AG $0,6bn, JMG $0.7bn, PHZ $0.2bn, UCSG $10m 

> « File: US CFDs ' US clients' Aprl 2005 ,xls » 

> - LEH CFD product is diff. to street, so no street protocol 

> Summary action step - 

> PHZ move to LPS (Okay), JMG allow to close due to low ROA (Rossano), 

> UCSG already moved to SSS (Ryan), AG - TBD (Pace) 

> 

>. ■■ 

> 3) US swaps with Inti clients : 

> - nil 

> 

> || 

> 4) US CFDs with Inti clients : 

> - LMV CFDs total $0.8bn 

> - LEH clients CFM $230m, CQS $600m 

> Summary action step - 

> CFM - Lowrey switching to cash PB ($500k div.loss) or LPS (can CFM 

> handle ops?), CQS - Pinnock discussing unwind of US book 


> 5) [ritl swaps (LPS) with US clients : 

> - LMV swaps total $1.25bn 

> Clients - Evnine $200m, Highbridge $500m, Millenium $200m, RQSI $40m, 

> Tykhe $200m, SAC $1 00m 

> Street protocol - LEH + other firms cross both legs for Inti stock 

> (ie- don’t need execution leg) 

> Summary action step - 

> All clients are stat who execute LPS and 2 legs with LEH, therefore NO 

> ISSUE 


> i 

> 6) |ntl CFDs with US clients : 

>- Total LMV CFDs $1.2bn 

> « File: Inti CFDs ’ US clients’ Aprl 2005 .xls » 

> Clients - AG $10m, Highbridge $100m, Fortress $5m, Gruss $70m, 

> Libertyview $10m, Mellon HBV $30m, Millenium $250m, Moore $100m, Perry 

> $60m, 

> Stark $30m, O'Connor $270m, GSAM $250m, UCSG $15m 

> Summary action step - 

> GSAM switched by Bisesi to LPS, other 10 clients awaiting legal 
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> approval re. LPS UK point to liquidity' product (as per GSAM / UK rnkt 

> protocol) 


> 7) inti swaps with Inti clients : 

> $0.4bn total LMV - No issues here since offshore 


> 8) |ntl CFDs with Inti clients : 

> $4.7bn total LMV - No issues here since offshore 
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From: Rises: Brian iOnar:. bisesr@iemrmn.com], Sent.-6.8;20Q5 3:05 AM 

To: M Pinnock, Matthew [matthew.pinnock@»!ebman core; Sfery Hichard G [rstory@lehman.comj: Lowrey, John 
[JL 0 wrey@lehman.c 0 m 5 ; Morrar, Emad [etnotrai@tefcman com]; Sherman, Neil H 
[nsherman@iehman.comJ; Wecker, Jeff [jweoker@iehrnan.com]; Fernandez. Jeff 
Oeff.fernandez@lehman.com]; Curtis. Hob lrcurtis@lehman.oomj; Maynard. Ian [imaynard@iehman.com]: 
Fleischman, Sandy [sfieisch@lehman.comj. 

Cc [ ] Lucas, Vocerj ..seesieem s:- ss : J. i c l m o. zr : - o r- ruzs -:tr „ hchman com], 

bcot:l:::::;::;:::;:z:::::::::.:; ' 7 ."" . 7 . 

Subject: Re: Dividend Rates te IPS Clients. 


Should change all - both active and non active. There is nothing that the client has 
from us that would make them expect 85% across the board. 


Sent from my BlackBerry Wireless Handheld 


Original Message 1 

From: Pinnock, Matthew <matthew.pinnock@lehman.com> j 

To: Story, Richard G <rstory@lehman.com>; Bisesi, Brian 
<brian.bisesi@lehman.com>; Lowrey, John <JLowrey@lehman.com>; Morrar, 

Emad <emorrar@lehman.com>; Sherman, Neil H <nsherman@lehman.com>; 

Wecker, Jeff <jwecker@lehman.com>; Fernandez, Jeff 

<jeff.fernandez@lehman.com>; Curtis, Rob <rcurtis@lehman.com>; Maynard, Ian 
<imaynard@lehman.com>; Fleischman, Sandy <sfleisch@lehman.com> 

CC: Lucas, Vincent <vlucas@lehman.com>; Wannenmacher, Tim 
<tim.wannemacher@lehman.com> 

Sent: Wed Jun 08 07:50:29 2005 j 

Subject: Dividend Rates re LPS Clients | 

A recent analysis uncovered we apply a blanket divided rate to all LPS clients, 1 

regardless of underlying tax rate. In some markets, we are actually losing money 
every time a dividend is paid. 85% was historically applied as LPS could only reflect 
one dividend rate across the board, however, this has subsequently been changed 
and multiple dividend rates can now be applied. 

For all new clients, we should either reflect actual dividend rate or be aware of the 

potential loss. For existing clients, we have the ability to change these, providing 

there are no objections. The following accounts are those who currently have 85% 

reflected in the system, who we should look to change. This includes both inactive 

and active baskets: 1: 

Active Baskets 

Evnine Albion 

Evnine Worldwide 

IKOS Europe 

Ramsey 

SAC Capital 

Tykhe 

Millenium 

Horizon 

Highbridge 

| 
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Ruh! Persona! Inv 
AD! Kallista 
Pioneer 
Gran 

Mandrake 

Cheyne 

Pentagon Special Purpose 

Amajaro 

Sentinel 

Tudor BVI 

Tudor Prop 

Rivoli Equity Fd 

Axa Vectris II 


Inactive Baskets 

Millenium 

Pentagon 

Moore Credit Fd 

Lazard Freres - Cobalt 

Lazard Freres Gestion - Phosphore 

Armajaro 

Centaurus 

Centaurus Citi 

Centaurus Green Way 

Sentinel 

Sabre Style Arbitrage Fund Ltd 
Sabre Style Long/Short Fund Ltd 
Sabre MSS 
Sabre Lyxor 
Elliott Inti LP 

Elliott Inti LP (Liverpool LP) 

AQR - Goldman Sachs 

AQR - Global Yield Curve 

AQR - Global Asset Alloc MAC 25 

AQR - Global Asset Alloc Master LP 

AQR - Absolute Return 

AQR - Global Fixed Income 

Systeia Stat Arb Fund 

Systeia Multi Strat Fd 

MLIM - UK Absolute Alpha Fd 

Safra Mecsa 


Please advise thoughts and comments regarding changing the underlying dividend 
rates for the above clients. 

Thanks and regards 
Matt. 
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Rom: Huriey. Janet 'T [janeE huflGy@iehman.com]. S-;nt:12/6-2O05 9:13 AM. 

To: ( ■ ) Maynard. Ian (imaynaid@lehman.com:. it ar [snan oisesi@lehman.com]. Lee. Christine 

__ [christine.lee@lehman.coni]: Schilling. Mark (mark. schiiling@lehman com], 

Cc | ] Curtis. Rob (tcurlis@leli'rian corn:. EGSW-'m :• ML c - CWCE iKQSwapt.M@lehman.com]: Brier 
Bruce |bbrier@lehman com: Regazie Thomas l "aciSasrar com] 

Bcc.i'-l ~ - 

Subject: RE: withholding. 

What Brian and I agreed with the client is that trades executed with us 
go into LPS. The client manages its LPS balances to keep them market 
neutral. Trades executed away are put into cash PB. To the extent they 
are net long in their cash PB account, they can execute single stocks 
swaps where we cross from their cash PB account into single stock swap 
and follow our guidelines with respect to the 14 day static holding 
period and unwinding at VWAP. 

I did not agree any dividend rates, but what is in the system for LPS is 
100 for US longs and shorts. I understand we have been paying this rate 
for years. We have not yet executed any single stock swaps so there is 
no precedent on dividend level. 

I am totaling up the gross long dividends in Tudor BVI's LPS. I suggest 
we then look at what paying 85 would save. Once we have that, Brian and 
I plan to call Chip Leveroni and discuss what business we might lose if 
we switched them to 85. If the loss of other business outweighs the 
savings, I think we would agree we should stay at 100. 

My belief is that the market pays 100 on long US dividends in all 
synthetic products; however, in return we should receive additional 
commission paying market share from the client. A different way to say 
this is to ask, what is Tudor giving us for the 100% they are getting? 

: I am having someone pull together a list of clients and trades to see 
where we have paid less than 100 on synthetic longs so that we can 
evaluate where the market is on this issue. 

A final point that is important to keep in mind is that with respect to 
synthetics, whether LPS or single stock swap, Tudor has only an OTC 
position and has no say in how we choose to hedge that position. His 
statement that we get 1 00 and therefore should pay 100 should be gently 
corrected; it is enough for him to know that we have agreed to pay him 
100 on the synthetic and why we agree to that is not his concern. 

: Please let me know your reaction. 

Original Message 

I From: Maynard, Ian 

Sent: Tuesday, December 06, 2005 7:13 AM 
To: Bisesi. Brian; Lee. Christine; Schilling, Mark; Hurley, Janet T 
: Cc: Curtis. Rob; EQSWAPLN - MIDDLE OFFICE 
Subject: RE: withholding 
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Janet, 


Were any DVD rates agreed specifically with Tudor for both onshore and 
offshore funds? 

Rgds 

— Original Message 

From: Bisesi, Brian 

Sent: Tuesday, December 06, 2005 11:21 AM 
To: Maynard, Ian; Lee, Christine; Schilling, Mark 
Cc: Curtis, Rob; EQSWAPLN - MIDDLE OFFICE 
Subject: RE: withholding 


j we were silent on divs as part of Event Deal as the funds were 
I pre-existing arrangements for other parts of Tudor's biz, Tudor have 
| two funds - 1) Tudor Prop Trading (a US company) that would obviously 
j get 1 00%, and 2) Tudor BVI, the offshore version. Remember that they 
j j split into Cash PB and LPS depending on composition of port (i.e. they 
; | run a market neutral port in PB and then cross the long tails into 
j single stock swap) so you will have a mix of rates. All done with biz 
: j is executed directly into LPS. Janet knows all detail as this was the 
j crux of the synthetic/crossing issue that we have addressed with them, 

: I Let me know if I can help more, thx, B 

j — Original Message — 
j j From: Maynard, Ian 

I Sent: T uesday, December 06, 2005 1 1 :05 AM 
(il To: Lee, Christine; Schilling, Mark; Bisesi, Brian 
i Cc: Curtis, Rob; EQSWAPLN - MIDDLE OFFICE 
|] Subject: RE: withholding 


Brian. ..please confirm what has been agreed with the client..! assume 
85%? 

Original Message 

From: Lee, Christine 

Sent: Tuesday, December 06, 2005 10:59 AM 
To: Schilling, Mark; Maynard, Ian 
Cc: Curtis, Rob; EQSWAPLN - MIDDLE OFFICE 
Subject: RE: withholding 


Hi Mark/Ian - for single stock swaps, Tudor believes they should be 
receiving 100% gross for their long posns in US securities. But a lot of 
our tickets are written as 85% gross.... can you please confirm what has 
been agreed? 

Thanksl 


■Original Message- 



From: Guthrie, John E 

Sent: Monday. December 05, 2005 7:38 PM 
To: Joshua Langsam 
Cc: Thayer Sw alien 
Subject: RE: withholding 


Hey guys, sorry been off the desk most of the day. 

For BVi, you would receive 100% of the gross in both BVI and TPT. 
— Original Message — 

From: Joshua Langsam [mailto:Joshua.Langsam@tudor.com] 

Sent: Monday, December 05, 2005 8:00 AM 
To: Joshua Langsam; Guthrie, John E 
Cc: Thayer Swalien 
Subject: RE: withholding 


John, can you follow up w/ dividend group this morning so we can get a 
final answer concerning our tax liability for BVI for AT&T dividend. 
Looking for explanation if in fact we do not receive 1 00% as well as 
exact % we receive (believe we previously thought we receive 85%). As 
usual, thanks for your help. 

-—Original Message — 

From: Joshua Langsam 

Sent: Friday, December 02, 2005 7:25 AM 

To: 'Guthrie, John E'; Joshua Langsam 

Cc: Thayer Swalien 

Subject: RE: withholding 

Importance: High 


John, my trader is looking for a more detailed explanation on this 
issue. If we held this position on swap w/ Lehman why do we not receive 
Lehman's tax treatment on the dividend (ie 1 00% for the entire 
position). Though there is a 15% withholding tax on offshore entities, 
the position is held on swap, Lehman is receiving 100% of the dividend 
and it would seem that should be passed through to us. Can you please 
look at this ASAP as our trader believes we should be receiving enhanced 
dividend treatment. Also, if you could provide me some sort of account 
statement/invoice showing this dividend, that would be rather helpful. 
Thanks. 

---Original Message — 

From: Guthrie, John E [mailto:john.guthrie@lehman.com] 

Sent: Thursday, December 01, 2005 4:07 PM 
To: Joshua Langsam 
Cc: Thayer Swalien 
Subject: RE: withholding 
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yes 

Original Message 

From: Joshua Langsam [maiito:Joshua. Langsam@tudor.com] 

Sent: Thursday, December 01 , 2005 3:47 PM 

To: Guthrie, John E; Joshua Langsam 

Cc: Thayer Swallen 

Subject: RE: withholding 


So, BVI would receive 85% then, right? 

— Original Message — 

From: Guthrie, John E [mailto:john.guthrie@iehman.com] 
Sent: Thursday, December 01, 2005 3:46 PM 
To: Joshua Langsam 
Subject: RE: withholding 


[ provided you are domiciled in the US, you receive 1 00% of gross, if you 
| are domiciled overseas, you receive 85% of gross 

| — Original Message — 

I From: Joshua Langsam [mailto:Joshua.Langsam@tudor.com] 
j Sent: Thursday, December 01, 2005 3:23 PM 
| To: Guthrie, John E 
! Subject: FW: withholding 


John, just to clarify, this would indicate that we receive 100% of gross 
on our AT&T dividend, no? 

— Original Message 

From: Thayer Swallen 

Sent: Thursday, December 01 , 2005 2:41 PM 
To: Joshua Langsam 
Subject: FW: withholding 


From John Guthrie 
Original Message — 

From: Guthrie, John E [mailto:john.guthrie@lehman.com] 
Sent: Thursday, December 01, 2005 2:41 PM 
To: Thayer Swallen; Lee, Christine 
Subject: RE: withholding 


USD w/h is long short 100% gross. 

Original Message 

From: Thayer Swallen [mailto:Thayer.Swallen@tudor.com] 
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Sent: Thursday. December 01 , 2005 12:29 PM 
To :_ee, Christine; Thayer Swallen; Guthrie, John E 
Subject: RE: withholding 


John could you please advise on the US rate 
— Original Message 

From: Lee, Christine [mailto:christine.lee@lehman.com] 

Sent: Thursday, December 01 , 2005 12:23 PM 
To: Thayer Swallen; Guthrie, John E 
Subject: RE: withholding 

We have specific rates set up depending on the country - GBP is 
long/short 1 00% net (or 90% gross). For other countries, for short posns 
it is 1 00% gross. For long posns, rates are as follows: 

Austria 

75% 

Belgium 

75% 

Denmark 

72% 

Finland 

100% 

France 

85% 

Germany 

78.9% 

Greece 
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100% 

Ireland 

100 % 

Italy 

85% 

Luxembourg 

80% 

Netherlands 

75% 

Norway 

85% 

Portugal 

75% 

Spain 

85% 

Sweden 

95% 

Switzerland 

65% 
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This is for normal equities. For your index baskets, it is 85% long and 
100% short. 


— Original Message 

From: Thayer Swallen [mailto:Thayer.Swallen@tudor.com] 
Sent: 01 December 2005 17:14 
To: Guthrie. John E; Lee, Christine 
Subject: withholding 


Can you confirm that standard withholding for dividend payouts is 15% on 
your end for LBIELPS? 1 know that when we get payment advice on 
dividends, it seems to always be for 85% of the quantity* price per 
share. 

Thanks, 

Thayer 


This message is intended only for the personal and confidential use of 
the designated recipient(s) named above. If you are not the intended 
recipient of this message you are hereby notified that any review, 
dissemination, distribution or copying of this message is strictly 
prohibited. This communication is for information purposes only and 
should not be regarded as an offer to sell or as a solicitation of an 
offer to buy any financial product, an official confirmation of any 
transaction, or as an official statement of Lehman Brothers. Email 
transmission cannot be guaranteed to be secure or error-free. Therefore, 
we do not represent that this information is complete or accurate and it 
should not be relied upon as such. All information is subject to change 
without notice. 


This message is intended only for the personal and confidential use of 
the designated recipient(s) named above. If you are not the intended 
recipient of this message you are hereby notified that any review, 
dissemination, distribution or copying of this message is strictly 
prohibited. This communication is for information purposes only and 
should not be regarded as an offer to sell or as a solicitation of an 
offer to buy any financial product, an official confirmation of any 
transaction, or as an official statement of Lehman Brothers. Email 
transmission cannot be guaranteed to be secure or error-free. Therefore, 
we do not represent that this information is complete or accurate and it 
should not be relied upon as such. All information is subject to change 
without notice. 
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IRS Circular 230 Disclosure: 

Please be advised that any discussion of U S tax matters contained 
within this communication (including any attachments) is not intended or 
written to be used and cannot be used for the purpose of (i) avoiding 
U.S. tax related penalties or (ii) promoting, marketing or recommending 
to another party any transaction or matter addressed herein. 


This message is intended only for the personal and confidential use of 
the designated recipient(s) named above. If you are not the intended 
recipient of this message you are hereby notified that any review, 
dissemination, distribution or copying of this message is strictly 
prohibited. This communication is for information purposes only and 
should not be regarded as an offer to sell or as a solicitation of an 
offer to buy any financial product, an official confirmation of any 
transaction, or as an official statement of Lehman Brothers. Email 
transmission cannot be guaranteed to be secure or error-free. Therefore, 
we do not represent that this information is complete or accurate and it 
should not be relied upon as such. All information is subject to change 
without notice. 


! This message is intended only for the personal and confidential use of 
j the designated recipient(s) named above. If you are not the intended 
j recipient of this message you are hereby notified that any review, 

I dissemination, distribution or copying of this message is strictly 
j prohibited. This communication is for information purposes only and 
] should not be regarded as an offer to sell or as a solicitation of an 
j offer to buy any financial product, an official confirmation of any 
1 transaction, or as an official statement of Lehman Brothers. Email 
[ transmission cannot be guaranteed to be secure or error-free. Therefore, 
I we do not represent that this information is complete or accurate and it 
I should not be relied upon as such. All information is subject to change 
i without notice. 


IRS Circular 230 Disclosure: 

Please be advised that any discussion of U.S. tax matters contained 
within this communication (including any attachments) is not intended or 
written to be used and cannot be used for the purpose of (i) avoiding 
U.S. tax related penalties or (ii) promoting, marketing or recommending 
to another party any transaction or matter addressed herein. 


This message is intended only for the personal and confidential use of 
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the designated recipient(s) named above. If you are not the intended 
recipient of this message you are hereby notified that any review, 
dissemination, distribution or copying of this message is strictly 
prohibited. This communication is for information purposes only and 
should not be regarded as an offer to sell or as a solicitation of an 
offer to buy any financial product, an official confirmation of any 
transaction, or as an official statement of Lehman Brothers. Email 
transmission cannot be guaranteed to be secure or error-free. Therefore, 
we do not represent that this information is complete or accurate and it 
should not be relied upon as such. All information is subject to change 
without notice. 
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From: Dewey.JohnJr.fjdeweyl@lehman.com]. 

To: ( - } Wecker. Jeff [jwecker@lehman.comj. 

Cc: { • ] • „ 

See: | - i • 

Subject F W: Confirmation of accounting for stat arb expenses and use of IPS 

I Hero's the maii that I've asked Marie to author vs. agree to... I am not 
; comfortable committing ourselves down a path based on a forwarded 
approval. 


> Original Message 

> From: Stewart, Marie 

> Sent: Tuesday. November 22, 2005 6:25 PM 

> To: Gassman, Paul R; Blumkin, Jason T 

> Subject: RE: Confirmation of accounting for stat arb expenses and 

> use of LPS 

> 

> Yes. 

:> 

> Original Vlessage 

> From: Gassman, Paul R 

> Sent: Friday, November 18, 2005 4:46 PM 

> To: Stewart. Marie: Blumkin, Jason T 

> Subject: Confirmation of accounting for stal arb expenses and use 

> of LPS 

> 

> Marie / Jason. 

> 

> I just want to confirm our understanding regarding accounting for 

> execution fees associated with stat arb client and the use of the 

> Lehman Portfolio Swap (LPS). Since all fees and Lehman commissions 

> are invoiced, booked and collected separately from the swap, we still 

> consider this as applicable for net accounting (i.e, expenses booked 

> to contra revenue and netted against revs). That is, even though 

> Lehman trades in house accounts on behalf of our clients, all orders 

> to the exchanges are one-for-one associated with a client order based 

> on the specific terms that the client dictates (i.e., market or limit, 

> quantity, security, etc.) The fact that we hold the positions and 

> transfer all risk to the client via the LPS does not conflict with the 

> concept that the expenses incurred by Lehman on behalf of the client 

> are, in fact, client incurred expenses attributable not to Lehman but 

> to the client. Thus, appropriate accounting would be on the same net 

> basis as stat arb clients are currently accounted for who do not 

> utilize the LPS. 

> 

> After your confirmation we can then communicate this determination and 

> work to modify how such expenses are accounted for. 

> 

> Many Thanks, 

> 

> Paul 


: Sent: 12/1 2/2005 2:09 PM; 
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From: Brier. 

To: j -1 Mays 

Cc: | - 1 
Bcc: | | . 

Subject; RE: Swap vs C; 


3ruce [bbrier@iehmarr.com}- 
Michael [mmeys@fehman.com}. ; 


D tor oft-shore counterparties. ; 


Sent: 1/21/2005 8:10 AM. 


> Original Message 

> From: Meys, Michael 

> Sent: Thursday, January 20, 2005 1 :06 PM 

> To: Harrison, Kevin A; Brier, Bruce 

> Subject: Swap vs CFD for off-shore counterparties 

> 

> Below are pros/cons of 2 derivative products available for economic 

> and dividend performance on single equity stocks: 

> 

> SWAP 

> 

> Pros 

> 

> Street wide acceptance of iSDA agreement 

> ISDA is entity specific, although doc exemptions are available for 

> other Lehman entities (simple web based process) 

> Able to define terms of the trade for each specific transaction 

> including but not limited to, duration, resets, dividend pass though, 

> swap rate. 

> Variations of hedge execution to fit customer needs 

> Monitored and managed in the DeltaOne Risk system 

> Automated confirmation process via Smart ticket and Middle Office 

> Easy to define various strategies for internal MIS 

> 

> Cons 

> 

> Currently not an acceptable structure for yield enhancement as stated 

> by the tax department 

> Potential tax risk (related to dividend enhancement) 

> Market risk depending on hedge execution 

> Considered a contract and not a security 

> Possible recharacterization as securities loan with corresponding WHT. 

> 

> 

> CFD 

> 

> Pros 

> 

> Acceptable structure for dividend yield enhancement 

> Considered a perpetual structure 

> Pricing consistent with traditional PB account 

> Tax characterization not clear but most likely considered a derivative 

> security issued by LBIE and not a notional principal contract 

> Position can either be levered or not with the leverage in the form of 
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> a margin loan. 

> Ease of booking via Royal Blue 

> Risk also managed via Royal Blue |i 

> I; 

> Cons 

> |i 

> Not flexible when pricing individual trades. Price (interest rate) 1; 

> tied to margin debit rate on PB account 

> No defined terms. Clients can theoretically trade in and out of the j 

> same position in the same day j; 

> P&L reporting not tied into US reporting creating MIS gaps ]; 

> Risk managed in Royal blue and not tied to Delta One 

> Separate agreement from ISDA. Not doc exemptions available. 

> Attracts considerable amount of Regulatory Capital through LER and CRR 

> Tax characterization not certain at this juncture and tax opinion has 

> not been received. Most likely characterization is above. 

> Tax risks increase dramatically if cfd terminated within one year. 
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Clients Who Executed Offshore Stock Lending Agreements to Participate in 
Cayman Islands Stock Lending Transaction 1 

Clients 

Barclays Global Investors Ltd. 

Goldman Sachs Europe 

Greenlight Reinsurance, Ltd. 

JPMorgan Chase Bank 

LGT Bank in Liechtenstein AG 

OZ Master Fund, Ltd. 

Royal Trust Corporation of Canada 

Societe Europeenne de Banque SA 

State Street Bank and Trust Company 

Union Bancaire Privee 


mwm - Redacted by the Permanent 
j Subcommittee on Investigations 


' List is compiled from set of offshore stock lending agreements 1 
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LPS Guidelines 

Lehman c/p is LBIE [non-US customers referred to LBIE, what is 
importance of this? Does it matter that all OTC customers are generally 
trade with LBIE?] 

Hedge fund customer [can institutions trade it?] 

Non-US customers [defined how — says ok if advisor is onshore. Can US 
customers trade it? Says cannot be engaged in a US trade or business — 
can’t trade if they are?] 

Exposure can be long or short, or both. 

Pays the return on an index — does it matter that structured as a basket 
swap under ISDA? 

Underlying is publicly traded equities, including US provided they trade on 
NYSE, AMEX or NASDAQ, with market cap in excess of $5 billion. 
Documented under ISDA, separate confirm for each LPS; ok to have other 
swaps away from LPS; ok to be trading physical in PB account 
Daily reporting [check what this looks like] 

Changes to index run through filter (e.g. RTL) that rejects orders if 
Lehman can’t hold as a hedge 

Changes can be daily, but some positions should be in place for several 
months 

Non-tax business reasons, including operational efficiency. [Is it 
necessary that there be margin efficiency?] 

No bilateral collateral allowed? 

Collateral between 1-20% of value of notional. [How to apply Reg U for 
US customers as required by Legal? What does footnote 1 1 mean?]; daily 
collateral marks, [types of collateral allowed?], interest on collateral 
posted. 

Monthly resets. 

1 to 1.5 year term 
Unilateral right to terminate 
Cash settled 
No crossing delta 
LBIE is calculation agent 

Hedge based pricing; ok if a hedge is always executed 
Customer cannot enter swap if a principal purpose is to avoid US 
withholding tax. [How do we know?] 

LBSF/LBIE Hedge Swap has to anticipate significant netting of positions 
so that Hedge Swap doesn't equal LPS positions. 

LBIE has to make a profit, taking into account Hedge Swap [what is 
pricing of the Hedge Swap?] 

LBIE’s officers have to exercise management and control over LBIE's 
activities [traders in US enter trades on LBIE’s books - how do we 
monitor/control?] 

[How many names in the index?] 
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[What dividend level should we pay? Can we charge an offshore 
customer more than an onshore if terms are otherwise the same?] 

[is it necessary that client not direct exchange where hedge is executed?] 
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CN^Jeffrey Liggitt/O^Maverick 


From: CN=Jeffrey Liggitt/0= Maverick 

Sent; 2/21/2007 5:01:49 PM 
To: Steve.Bokiess@ey.com 

Cc: Chad.Chisolm@maverickcap.com; "Shaheda Patel" < Shaheda. Patel @ey.com> 

Subject: Re: AMTD Dividend 

No, it is from an arrangement with a broke - where they hold our shares in their 
name when the dividend is paid so they do not have to withhold tax due to 
Levered's foreign ownership. 


Steve. Bokiess@ey.com 
02/21/2007 03:52 PM 

To 

Jeffrey. Liggitt® Maverickcap.com 
cc. 

Chad,Chisolm@maverickcap.com, "Shaheda Patel" <Shaheda.Patel@ey.com>, 

Steve. Bokiess@ey .com 

Subject 

Re: AMTD Dividend 


Are you receiving the ’’dividend" as a swap payment? 

Steven J. Bokiess 

Ernst & Young, LLP 

Sears Tower 

233 South Wacker Drive 

Chicago, IL 60606-6301 

Phorie: 312-879-6560 

Fax: 866-751-4482 

E-Mail: steve.bokies5@ey.com 


Jeffrey.Liggitt@Maverickcap.com 
02/21/2007 12:02 PM 


To 

"Steve Bokiess" <steve.bokiess@ey.coni> 
cc 

"Shaheda Pate!" <Shaheda.Patel@ey.com>, Chad.Chisolm@maverickcap.com 
Subject 

AMTD Dividend 
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Hello - 

We have an issue we wanted to run by you regarding a dividend received in 
Maverick Fund II, Ltd. (Levered). 

In 2006, Levered received a $6 payment from AMTD which was classified as 50% 
dividend and 50% return of capita! based on AMTD*s calculations. Levered 
enhanced this dividend so all it was treated as substitute dividend. We were 
wondering if you know of any way that we could treat some of the enhanced 
dividend as return of capita! instead of ordinary income (since it was a sub 
dividend). We have not found anything that would suggest such treatment but it 
could be quite beneficial from a tax perspective if we could justify a return 
of capital treatment. 

Any thoughts? 

Jeffrey Liggitt 
Maverick Capital, Ltd. 

300 Crescent Court, 18th Floor 
Dallas, TX 75201 
Phone: (214) 880-4025 
Fax: (214) 880-4159 

Any U.5. tax advice contained in the body of this e-mail was not intended or 
written to be used, and cannot be used, by the recipient for the purpose of 
avoiding penalties that may be imposed under the Internal Revenue Code or 
applicable State or local tax law provisions. 


The information contained in this message may be privileged and confidential 
and protected from disclosure. If the reader of this message is not the 
intended recipient, or an employee or agent responsible for delivering this 
message to; the intended recipient, you are hereby notified that any 
dissemination,; distribution or copying of this communication is strictly 
prohibited. If you have received this communication in error, please notify us 
immediately by replying to the message and deleting it from your computer. 

Notice required by law: This e-mail may constitute an advertisement or 
solicitation under U.S. law, if its primary purpose is to advertise or promote 
a commercial product or service. You may choose not to receive advertising and 
promotional'" messages from Ernst & Young LLP (except for Ernst & Young Online 
and the ey.com website, which track e-mail preferences through a separate 
process) at this e-mail address by forwarding this message to 
no-more-mail@ey.com. If you do so, the sender of this message will be notified 
promptly. Our principal postal address is 5 Times Square, New York, NY 10036. 
Thank you. Ernst & Young LLP 
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Microsoft Special Dividend: Yield Enhancement 


* MSET announced 20 July that it wjif pay S32 billion of dividend in a S3 per share special dividend, record date 1? 
November, pay date at 2 December (there is also a regular cash dividend of $.08 payable with the same record dale,) 

* Dividends paid to non-US holders will be subject to US withholding iaxat30% or a lesser rate (usually 153&) under a tax 
treaty. Depending o n the hot status and application the relevant domestic ta x law, US withholding tax stifle red ma y 
represent an abs olute cost to the non-US h older . 

■ The trade ideas in this presentation may provide a higher synthetic return to such holders than a physical dividend with 
withholding tax. Merrill Lynch makes money generally through the pricing of the dividend element of the synthetic 
transaction (and Mb's hedge to that transaction). 

a The Tax Department has approved these transaction parameters for yield enhance ment transactions over MSIT shares. 

* Next Steps: Identify clients who have long physical positions in MS FT US and discuss yield enhancement with them. 
The stakes lo be identified do not need to be strategic stakes in terms of percentage, elr — just large enough to warrant tire 
extra value that the derivatives transaction may provide them. 


« Corporate Equity Derivatives will liaise with US Swaps Desk (Paul Cipriano. Rich jessop) to coordinate execution of ihe 
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Microsoft Special Dividend: Yield Enhancement 


Talking Points/Considerations 

» .Does Client hold M5FT either as a free-standing investment, or as a part of a basket or index (the relevant fact is that the 
Client is entitled to a real WKPT dividend.) 

* What withholding rate is generally applicable to Client in respect of 15 equities? For most Clients organized in jurisdictions 
with a tax treaty With the US, this will be 15%. rcr non- treaty jurisdictions (e-g.. Cayman Islands. Hong Kong etc;, the rate 
will be 30%. The relevant Client entity is the actual entity holding the MSFT shares. 

a Does the Client currently get any benefit from the withholding tax suffered on US dividends'? This generally means that 
Client can take a foreign tax credit in respect of the withholding tax. This is not possible in all jurisdictions, and there may 
be other limitations on foreign tax credits that reduce Sic value to the Client. 

n Will there beany negative consequences to theCiientreceivingapaymentunderaderivativeas opposed In a dividend on a 
share? This rrav depend on the jurisdiction of the Client, and on the form of derivative transaction. Please discuss with 
Corporate Equity Derivatives on a case by case basis. 

* The transactions described in the following slides are based on the requirements approved by the Tax Department for these 
transactions. Any deviations from the terms described must be approved by the Tax Department. 
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Microsoft Special Dividend: Yield Enhancement 


Option: Over the Counter 

« Client is long MSFT WS. CiwM sells MSFT to MU. or soils to 

« ML! soils / Customer buys CTC cell on MSFT 
■ MU buys / Customer sells COC pnii on MSFT 
* Option contracts should be written as similarly to listed opiion 

« Contracts must include s clause that m the event of a corporate 
action or special dividend the counterparties agree to adjust their 
contracts in the same method as the CSOE (Exchange Adjustment) 




The final level will be listed as the VWAP on the primary 
exchange (NASD) on the final valuation data We cannot 
terminate the options using a closing price as a reference level. 
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Message Page > of 2 

Cox , Byron 

From: Molino, Nei! (IED) [Neil Moiino@morganstaniey.com) 

Sent: Monday, December 06, 2004 3:25 PM 

To: swap 

Subject: FW: swap fills 11/03 

is this where we tell him about side by side vwap? 


From: Mead, Jeff [WELCH CAPITAL PARTNERS LLC (New York}] 

Sent: Monday, December 06, 2004 3:21 PM 
To: Molino, Neil (IED) 

Subject: RE: swap fills 11/03 

Neil, one last thing. Are there any restrictions on us trading MS FT outside of the swap, would we end up taking the withholding rf we 
bought it outside of the swap? As I'm sure you know now, we didn't actually know the inner workings of this swap business, chalk 
that up to our Ignorance. We were expecting to hold the swap until the dividend was paid and then we would exit the swap and get 
our shares back from you directty, or at least that's what we thought. You telling me that we need to hold the swap until we decide 
to exit the position entirely changes the cost structure of the transaction because assuming we want to hold the position, we would 
have to hold on to the swap longer. Is there any sort of time period we need to be out of the swap before we can buy MSFT back? 

If we had already bought additional shares of MSFT after we entered the swap would we have exposed ourselves to the 
withholding? 

Jeff 


— Original Message — 

From: Molino, Neil (IED) [mailto:Neil.Molino@morganst3nley.com] 

Sent: Monday, December 06, 2004 2:28 PM 
To: Jeff Mead 
Cc: swap 

Subject: RE: swap fills 11/03 
Hi Jeff, 

When you no longer want the economic position ait you have to do is give us an order to unwind (or partially unwind) the 
swap. We are a full trading desk. 

Thanks so much, 

Neil 


From: Mead, Jeff [WELCH CAPITAL PARTNERS LLC (New York)) 

Sent: Monday, December 06, 2004 1:54 PM 
To: Molino, Neil (IED) 

Subject: RE: swap fills 11/03 

Neil if I wanted to exit out of this swap, now that the dividend has been paid, what do we need to do to get that going? 
Jeff 


Original Message — - 

From: Molino, Neil (IED) [mailto:Neil.Molino@morganstanley.com] 

Sent: Wednesday, November 03, 2004 7:55 PM 

To: Jeff Mead 

Cc: fpgswaptrading 

Subject; swap fills- 1 1/03 
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Message 
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Please see attached swap fills. 

Thanks much, 

Neil 

This is not an oiler (or soliotatign of an offer) lo buy/sell l he sccurii.es/insLrumenls mentioned or an off icial confirmation Morgan Stanley may deal 
as principal in or own or act as market maker for securities/instniments mentioned or may advise the issuers This is not research and is no! from 
MS Research but it may refer to a research analyst/research report. Unless indicated, these views are the author's and nay differ from those of 
Morgan Stanley research or others in the Firm we do net represent this 'S accurate or complete ano we may not update ihis. Past performance is 
not indicative of future returns For additional information, research reports and important disclosures, contact me or see 

h ttns://secure.ms rnm/st-rvlnt/rls you should not use e-mail to request, authorize or effect the purchase or sale of any security or im-torment, to 
send transfer instructions, or to effect any other transactions We cannot guarantee that any such requests received via e-mail will be processed in 
a timely manner. This communication is solely for the addresseefs) and may contain confidential information We do not waive confidentiality by 
mistransmiswon. Contact me if you do not wish to receive these communications In the UK, this commumcotton is directed in the UK to those 
persons who arc market counterparties or intermediate customers (as defined in the UK Financial services Authority’s rules) 


This is not an offer (or solicitation af an offer) to buy/sell the secunties/instruments mentioned or an official confirmation Morgan Stanley may deaf as 
principal m or own or act as maiHct maker for secuntics/mstruments mentioned or may advise the issuers. This is not research and is not from MS Research 
but it may refer to a research a naly st/resea re h report. Unless indicated, these views are the author's and may Differ from those of Morgan Stanley research 
or others in the Firm. Wc do not represent this is accurate or complete and we may not update this. Past performance is not indicative of future returns. For 
additional information, research reports and important disclosures, contact me or see rittDs;f/secure ms.rnm/servietyris Vou should nol use e-mail to 
request, authon re or effect the purchase or sale of any security or instrument, to send transfer instructions, or to effect any other transactions We cannot 
guarantee that any such requests received via e-mail will be processed in a timely manner. This communication >s solely for the addressees) and may 
contain confidential information. Wo do not waive confidentiality by mistransmission. Contact me if you do not wish to receive these communications In the 
UK, this communication is directed in the UK to those persons who arc market counterparties or intermediate customers (as defined m the UK Financial 
Services Authority's rules). 
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MSFT dividend enhancement - rules of engagement-Question. 


Page I of 3 


From: 

Sent: 

To: 

Subject: 

Importance: 


john.marion@ubs.com 

Thursday, October 14, 2004 11:11 AM 

markus.foellmi@ubs.com 

MSFT dividend enhancement - rules of engagement-Question. 
High 


Hi Folks - 

At long last (sorry for the watt, but (here’s been a lot of work involved), here are the final rules of engagement we have to 
adhere to for this kind of trade. This has been looked at by internal as well as external US tax, London tax, London 
compliance, Zurich compliance, etc... We all know that there are competitors out there offering trades with economic terms 
that seem better on the face of it, but our tax counsel is adamant that such trades are quite risky and at the end of the day, we 
will never get the legal opinion needed to put them on. In fact, for clients who are seriously considering those kinds of trades, 
we'd be happy to give them a copy of our legal opinion once we get it and/or get them on the phone with our legal counsel to 
discuss the trade details. I really think our attention to legal details will end paying off for us and our clients. People are 
concerned about this. It will get in the papers. We have to do it right. At least one client has already decided not to trade at all 
because of the possible legal problems, but we will try to change their minds once we show them our way. 


We have 3 basic possibilities: 

1) stock loan - client loans stock to UBS Caymans, receives 70% of the dividends + stock loan fee equal to 27% of the 
dividend, for a total of 97% 

2) Liffe futures - see below 

3) BLOC - see below 

Please see below for the restrictions on the Liffe futures and BLOC trades. If you really think about it, it's not so bad Mike 
Uebersax and I are fully versed on this stuff and stand ready to do whatever is necessary to get these trades done for our 
customers in as seamless a manner as possible. Please speak to one or the other of us if anything is unclear. ;-) 


Let's go get ’em. 


Regards, 

John 


All trades: 


1) UBS will not commit, upon entry into the LIFFE trade, to broker the client’s unwind(s); 

2) UBS will not in fact broker any "complete" unwinds (as opposed to client-size-related adjustments) of either the LIFFE or 
the BLOC trade within 30 days of entry into the trade; 

3) if UBS in fact uses MOC pricing for either entry or unwind of a LIFFE or BLOC trade, UBS will not expect the trade- 
related volume in the MOC market on any day to exceed 20% of the MOC volume on that day; and 


Permanent Subcommittee oq Investigations 
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MS FT dividend enhancement - rules of engagement-Question. 


Page 2 of 3 


4) with respect to volume limitations in connection with the LiFFE trade, the client couJd take the offsetting position with the 
exchange even if UBS did not broker the unwind (i.e., the open volume resulting from the trade will not be so high that the 
exchange wouldn't lake the client's unwind position absent a matching UBS position, or that the resulting "bid-ask spread" 
would be economically prohibitive). 


Futures trade: 

1) UBS would broker the sale of MSFT shares by the client; 

2) UBS would broker the purchase of Liffe listed MSFT futures by the client, as well as provide iquidity (t.e. take the short 
side of the client's futures position); 

3) l & the hedge for 2 above would not be crossed with each other, or done at the same time, however daily VWAP trades, 
risk prices or closing (if allowed) for each would be allowed; 

4) the futures are true futures, i.e. margined, not prepaid and of the standard, exchange listed variety; 

5) UBS will broker the sale of futures by the client before expiry (if so desired) versus VWAP r market close (if possible), as 
well as provide liquidity (i.e. take the long side of the Kent's futures sale); 

6) UBS will not broker the purchase of MSFT shares by the client on either trade date of the closing futures trade or expiry 
date of the futures; 

7) UBS will encourage the client to hold the position a minimum of 30 days, but will provide liquidity if necessary (i.e. size 
of client's fund will fluctuate, so they may need to adjust their MSFT exposure fairly often); 

8) UBS would like to be as much of the volume/open interest of the futures on the exchange as possible without jeopardizing 
our tax position (we need guidance on this but l can imagine being a large majority of both, if we can). 


BLOC trade: 

1) UBS would broker the sale of MSFT shares by the client; 

2) UBS would issue and sell to the client a BLOC Certificate as described below; 

3) 1 & hedge for 2 above would not be crossed with each other, or done at the same time, however daily VWAP trades, risk 
prices or closing (if allowed) for each would be allowed; 

4) The BLOC is a Certificate which basically consists of a long position in a low-strike option ($0-$5), and a short position 
in a higher-strike option with the following characteristics: a) expiry will be 30 days to 5 years, b) cash settled, c) the delta of 
no more than 90% (Le. 10% chance that the BLOC finsishes out of the money if held to maturity); 

5) Adjustment of the BLOC for the payment of a special dividend would be either by reducing both strikes by tbe amount of 
the special dividend while keeping the underlying as 1 MSFT share and then adding some percentage of the special dividend 
as cash, or by changing the underlying itself to a basket consisting of l share of MSFT and some percentage of the special 
dividend cash, while keeping the strike the same. (i.e. the cash can come out of the underlying if the strike of the low strike 
option is high enough to accommodate it by being adjusted down by the amount of the dividend, otherwise it will have to 
remain in the underlying); 

6) UBS will make a market in the BLOC for the client on risk prices for small sizes (once again, client may have to adjust his 
position), while early unwind of tbe entire position (if so desired) would be versus VWAP or market close (if possible); 

7) UBS will not broker the purchase of MSFT shares by the client on either trade date of the closing BLOC trade or expiry 
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MSFT dividend enhancement - rules of engagement-Question. 
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date of the futures; 

8) UBS will encourage the client to hold the position a minimum of 30 days, but will provide liquidity if necessary (i.e. size 
of client's fund will fluctuate, so they may need to adjust their MSFT exposure fairly often). 
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j Mail (Plain Ten, 4 Attachments} 


To: 

Bcc: 

Subject: 

Received: 


Madaio. Michael; 

Sippet. Eric fesippf 
Sippet. Eric (esippfl 
RE: Dividend EnhafR 
Monday. November 15. 2004 3:37:44 PM 


Eric. 


Not sure what you've rec'd so far but here's more info. The 1st attachment is Mike Farber's draft that he mentioned on our call. Unfortunately, t 
can't send you our GMISA (o/s S/l agreement) directly. You should see it from our Credit group shortly. Pis call me if you have any questions. 


| Thv. 

Mike 

Original Message 

From, Sippet. Eric {mailto:esippel@eastbournecapital.comj 

Sent: Thursday. November 1 1. 2004 5:23 PM 

To: Madaio. Michael 

Subject: RE: Dividend Enhancement 


Mike, I still have not heard anything from UBS regarding this. What do 
we need to do to gel this going? 

Original Message 

From: michaet.madaio@ubs.com {mailto:michael.madaio@ubs.coml 
Sent. Thursday. June 03. 2004 8:29 AM 
To: Sippet, Eric 

Subject: RE: Dividend Enhancement 

Here’s some info. Ill be sending more. Thx. 

PS PW Cayman Ud. was novated to UBS Cayman Ltd last year. 

Original Message — 

From- Sippet. Eric (mailto:ESippel@eastbournecapitai.comJ 

Sent: Thursday. June 03. 2004 11:14 AM 

To: Madaio, Michael 

Subject: RE: Dividend Enhancement 


I am interested. Please send me information regarding the tax 
treatment. I will also consult with out tax advisers. Thanks. 

Original Message 

From- michaol madaio@ubs.com [mailto:michael.madaio@ubs.coml 

Sent: Thursday, June 03. 2004 7:58 AM 

To: Sippet. Eric 

Cc Mich3el.Madaio@ubs.com 

Subject: Dividend Enhancement 

Eric. 

On our last visit, both Charlie Dietz & myself mentioned our 
off-shard dividend enhancement program. I apologize for taking so long 
to gel this information to you but it took longer than anticipated to 
get our S/l trader settled in London! Essentially, there are 3 options. 

Here is a brief summary of each, rd like to schedule a call w / you to 
discuss in further detail. 

Optional 

The off-shore entity lends UBS Cayman Ltd. the shares over r/d. 

Initially, two ‘fully paid for* agreements are signed with UBS Cayman 
Ud. One allows us to borrow your shares (like the existing agreement 
in place w/ UBS) and the other allows us to lend shares to your ofs 
entity. For long dividend enhancement*. UBS Cayman Ltd. will borrow 
your shs for a time period that includes the record dale & use those 
shares to cover existing o/s short position or loan. 

EX. acct U30513 (Blackbear O/S Master Fd) is long 6. 19MM EP 4 it pays a 
S.04 dividend tomorrow! 

We could borrow the shares to cover a similar sized short position on 
UBS Cayman Ltd.’s books. You would stilt receive on!y'70% of the 
dividend but a stock loan fee equivalent to 20% would be paid to 
Blackbear for lending the shares. In this example, the fee would be 

S49.520. Blackbear would effectively receive 90% of the lotal dividend. , . 

Keep in mind that you may have individual investors in the fund who are UOUtlOeiltlSll L rCStDlCIlt 

Requested 


i 
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; not Subject to the 30% withholding. You would want to subtract these 
| holders' positions from Ihe shares to be enhanced 

For ‘short dividend enhancement - . UBS Cayman Ltd. lends the shares to 
your off entity which is short the shares. Over tld. your entity will 
be charged only 70% of Ihe dividend pigs a stock loan fee. This fee 
will be anywhere from 25 to 27% 

Ex, If the o/s acct is short 500,000 OOW, the account would be charged 
70% of the div (33.5 cents) plus a borrow fee of say 26%. The total 
savings would be 50DM\33S'4% or $6,700. 

Option #2 

Buy the stock on swap and receive 100% of the dividend. This scenario 
is the cheapest solution but it’s meant only for positions where Ihe 
intent is lo hokJ the position long term. There would also be financing 
costs. 

Option £3 

Simitar to option #1, the o/s entity lends shares to UBS Cayman Ltd. 
which executes a swap with another side. This is a min 30 to 45 day 
trade although it's possible to sell the shares before that (but it may 
effect Ihe pricing). We would use this scenario if there were no short 
positions or tending opportunities in UBS Cayman Ltd. 

Pis tel me know if you are interested (especially in EP as it goes 
record tomorrow). I’ll send you some relevant info pertaining to IRS 
I Rule 97-66 shortly. If you have any questions, pts call me at (212) 
j 713-1164. 

j Thx. 

i Mike 


: This communication is issued by UBS AG or an affiliate ("USS'i by the 
j Sales or Trading Department io institutional investors only and is not 
1 research. U is for informational purposes and is not an official 
• confirmation of terms. It is not guaranteed as lo accuracy, nor is it 
| a complete statement of the financial products or markets referred to. 

> Opinions expressed are subject lo change without notice and may differ 
or be contrary to the opinions or recommendations of UBS Investment 
Research or the opinions expressed by other business areas or groups 
of UBS as a result of using different assumptions and criteria. UBS 
may maintain long or short positions in the financial instruments 
referred to and may transact in them as principal or agent. Unless 
stated specifically otherwise, this is not a recommendation, offer or 
solicitation to buy or sell and any prices or quota lions contained 
herein are indicative only. UBS may provide investment banking and 
other services to. and/or its officers/employees may serve as 
directors of. the companies referred to in this material. To the 
exten! permitted by law, UBS does not accept any liability arising 
from the use of this communication. For additional information, 
please contact your local sales or trading contact. 

Copyright 2004 UBS. All rights reserved. Intended for recipient 
only and not for further distribution without the consent of UBS. 


IMPORTANT NOTICE: 

This email (including any attachments) is confidential and intended only for the addressee named above. If you have received this email in error, 
please delete It. notify the sender and do not retain, read, copy or disseminate this email. This email may not be provided to any other party without 
the sender’s consent. This email does not constitute any investment advice or any solicitation or offer to buy Or sell any securities. No 
representation is made on the accuracy or completeness of the information contained in this email, and the sender does not accept liability for any 
errors or omissions in the contents of this email (hat arise as a result of email transmission. The sender may not update the information in this 
email. The sender does not waive any rights, privileges or other protections that the sender may have with respect to the information in this email. 
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From: 

Sent: 

To: 

Subject: 


Madaio, Michael 

Tuesday, November 30, 2004 7:04 PM 

jim.chen@maverickcap.com 

RE: are u long any of the following away: 


good catch, thx! 

-- Original Message- 

From: jim.chen@maverickcap.com [mail to: jim. chen@maverickcap.com] 
Sent: Tuesday, November 30, 2004 5:51 PM 
To: Madaio, Michael 

Subject: Re: are u long any of the following away: 


We hold CCL and TYC, but these companies were incorporated outside the US, 
so they don’t have any withholding tax. No reason for us to enhance them. 


To 


cc 


<michael -madaio@ubs . c 
om> 


11/30/2004 04:44 PM 


Subject 

away: 


< JIM_CHEN@MAVERICKCAP . COM> 


are u long any of the following 


EK 277461109 

(178,100) 

NILSY 46626D108 

(199,050) 

IACX 44919P102 

(200,209) 

MER 590188108 

(242,850) 


EASTMAN KODAK CO COM USD2.50 

JSC MMC NORILSK NI ADR EACH REP 1 ORD RUB1 

I AC INTERACT I VECOR COM USD0.01 

MERRILL LYNCH & CO COM USD1.333 

* Confidential Treatment UBS 001114 
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TEVA 

(340,457) 

AGN 

(343.100) 
IGT 

(345,800} 

LM 

(346.200) 
CNP 

(348.000) 
PHS 

(364,300) 

SIE 

(415,600) 

DUK 

(462.000) 
CCL 

(474,000) 

JNJ 

(680,860) 

GPS 

COST 

(1,063, 800) 
LOW 

(1.076.100) 
XRX 

MSFT 

(1.155.000) 
TYC 

(3.421.200) 


881624209 

18490102 

459902102 

524901105 

15189T107 

695112102 

826322109 

264399106 

143658300 

478160104 

364760108 

22160K105 

548661107 

984121103 

594918104 


TEVA PHARMA IND ADR (CNV 1 ORD ILS0.10) 

ALLERGAN INC COM USD0.01 

INTL GAME TECH COM USD0. 000625 

LEGG MASON INC COM USD0.10 

CENTERPOINT ENERGY COM NPV 

PACIFICARE HLTH SY COM USD0 . 01 

SIERRA HEALTH SVCS COM USD0.005 

DUKE ENERGY CORP COM NPV 

CARNIVAL CORP COM USD0 . 01 ( PAIRED STOCK) 

JOHNSON & JOHNSON COM USD1 

GAP INC COM USD0.05 (833,038) 

COSTCO WHOLESALE COM USD0.005 

LOWE ' S COS INC COM USD0.50 

XEROX CORP COM USDl (1,095,000) 

MICROSOFT CORP COM USD0. 0000125 

TYCO INTERNATIONAL COM USD0.20 


Thx! 

Mike 

This communication is issued by (JBS AG or an affiliate ("UBS") by the Sales 
or Trading Department to institutional investors only and is not research. 
It is for informational purposes and is not an official confirmation of 
terms. It is not guaranteed as to accuracy, nor is it a complete statement 
of the financial products or markets referred to. 

Opinions expressed are subject to change without notice and may differ or 
be contrary to the opinions or recommendations of UBS Investment Research 
or the opinions expressed by other business areas or groups of UBS as a 
result of using different assumptions and criteria. UBS may maintain long 
or short positions in the financial instruments referred to and may 
transact in them as principal or agent. Unless stated specifically 
otherwise, this is not a recommendation, offer or solicitation to buy or 
sell and any prices or quotations contained herein are indicative only. UBS 
may provide investment banking and other services to, and/or its 
officers/employees may serve as directors of, the companies referred to in 
this material . To the extent permitted by law, UBS does not accept any 
liability arising from the use of this communication. For additional 
information, please contact your local sales or trading contact. 

Copyright 2004 UBS. All rights reserved. Intended for recipient only and 
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not for further distribution without the consent of UBS. 
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Orchestria i Console 


Page I of 1 


Mall (Rich Text. 1 Attachment) 


Cc: 

Bcc: 


Subject: 

Received: 


Milter. Shari: 

Karkhanis. Sanjeev: Tuckner. Todd; Ince. Scott; DL-CRC-CPC-NBR; Dl-ORC-Team-US: Herde. Michae!; Buscemi. Ed; 

Dyrvik. Per Cronin, Michael-J; Sehwyter. Anneltese; Jain. Rahul; Eber. Louis; Kelly, David (IB-Legal): Arnsten. Pamela; 
jemiolo, Mike; DL-MRC-EQ-USApprovais: SH-Ops-NewBusiness; Pinho. Christopher Spencer, Neil; Kobayashi, Mie; Keenan, 
□avid; 

Madaio, Michael: Niesen, Mark; Fusco. Alexander; Somma. Joseph; Allan. Mark; Giattini, Peter, Nacincik. John; Miller, Shari; 
Karkhanis. Sanjeev; Tuckner. Todd; Herde. Michael; Dyrvik, Per. Jain, Rahul; Jemiolo. Mike; Pinho. Christopher; Kobayashi, 
Mie. Keenan, David; Allan. Mark; Ince. Scott; DL-CRC-CPC-NBR; DL-ORC-Team-US; Buscemi. Ed; Cronin. Michael-J; 
Schwyler. Anneliese; Eber. Louis: Kelly, David (IB-Legal): Arnsten, Pamela: DL-MRC-EQ-US Approvals; SH-Ops- 
NewBusiness; Spencer, Neil: Madaio, Michael; Niesen. Mark: Fusco, Alexander; Somma, Joseph; Giattini, Peter: Nacincik. 
John; Miller. Shari; 

NBI request - Short Dividend Enhancemenl Arranging Business (NBAMS2 147993221} 

Thursday. September 21, 2006 5:57:32 PM 


el 

The following request has been delivered to your TRaPA Inbox for approval: 

Overview; 

UBS has been executing a small number of 'short enhancement* transaclions since 2001. This NBI proposal would allow the business to increase 
the number o( transaclions subject to established risk limits (which encompass both the long and short enhancement transaction programs). A 
'short enhancement" transaction involves UBS Cayman Ltd. borrowing a US dividend paying equity security (a ’Security*) from an entity domiciled 
in a maximum (i.e.. 30% ) withholding tax jurisdiction (the 'Lender') and then lending such Security to another entity domiciled in a maximum 
withholding tax jurisdiction (the Borrower*). The Borrower then delivers the Security against b short position with the market. 

UBS Securities LLC, acting as independent agent for UBS Cayman Ltd., would first identify a potential Lender (select prime brokerage clients, 
institutional agent lenders, or other financial services entities that have access to a Security that they would be willing to finance in a manner that 
would increase the dividend yield on such Security). UBS Securities would then identify a potential Borrower. Once both a potential Lender and a 
potential Borrower are identified. UBS Securities LLC personnel (again acting as agents for UBS Cayman Ltd.) will negotiate the terms of back-to- 
back securities loans used to effect the borrowing and lending of the Security by UBS Cayman Ltd. If such negotiations result in transaction terms 
that will generate a reasonable economic profit for UBS Cayman Ltd. (taking into account the relative risk of the transactions and all costs 
associated with implementing the trades), UBS Cayman Ltd. will enter into a securities tending agreement to borrow the Security from the Lender, 
as well as a securities lending agreement to lend the Security to the Borrower. 

Approval is requested from the following: 

BUC - Scott Ince 

CQO • Tanya Castell 

CRC - Sanjeev Karkhanis 

Compliance - Michael Herde 

FCD - Per Dyrvik 

GroupTreas - Anneliese Schwyter 

Legal - Louis Eber 

MRC - Mike Jemiolo 

OPRC - David Keenan 

Operations - approval coordinated by Christina Smith 
Tax - Todd Tuckner 

Please ensure your approval decision is made by 12-0ct-2006. Please see http^Vwf-essoc-wp.opf.swissbank.com/lrapa/do/lrapaDRL? 
requestlD=NBAMS2 147993221 for details. 


NBlShOrtDivEnhancement 
v5.ZIP 
(438 Kb) 
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FW: NB1 Cayman Short enhancement 


Page 1 of t 


REDACTED 


From: Ntesen, Marie 

Sent Thursday, September 21, 2006 4:03 PM 

To: Fusco, Alexander; Miller, Shari 

Cc: Tuckner, Todd; Karfchanis, Sanjeev; Madaio, Michael 

Subject NSI Cayman Short enhancement 

Importance: High 

Please find attached the NBI for Cayman short enhancement, which we request be circulated for ratification 
through the usual processes. (This replaces the one sent 9/14). Either Mike or myself will be happy to provide 
any clarifications and answer any questions which may arise. 

Best regards, 

Mark Niesen 

Prime Brokerage Services 
Executive Director 
Tel: 212-713-2533 
Email: mark.niesen@ubs.com 
«NBIShortDivEnhancement v5.ZIP» 


1/28/2008 
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Short Dividend Enhancement Arranging Business 


Obtain approval for UBS Securities to act as agent for UBS 
Cayman Ud with respect to arranging “short enhancement" 
transactions. 


ASAP 

■& 

ASAP. 

::v 

Michael Madaio 


Mark Niesen 212.713. 2533 


Michael Kelly 


Many of UBS's US Equity Prime Brokerage hedge fund clients engage in programs 
designed to increase the yield associated with owning US dividend paying equities. 
Providing dividend yield enhancement services is essential to retaining existing prime 
brokerage clients and increasing trading volumes with respect to each client. Yield 
enhancement is fast becoming a core aspect of all equity prime brokerage platforms. 

UBS must provide yield enhancement services in order to remain competitive with our 
investment banking peers. 

The short enhancement program (as described below) is designed to be used in 
conjunction with the established long enhancement program to meet specific client needs 
and generate additional trade flow for UBS's prime brokerage business. 

UBS has been executing a small number of "short enhancement" transactions since 2001. 
This proposal would allow the business to increase the number of transactions subject to 
established risk limits (which encompass both the long and short enhancement 
transaction programs). 


A 'short enhancement" transaction involves UBS Cayman Ltd. borrowing a US dividend 
paying equity security (a 'Security") from an entity domiciled in a maximum (i.e., 30% ) 
withholding tax jurisdiction (the "Lender") and then lending such Security to another entity 
domiciled in a maximum withholding tax jurisdiction (the Borrower"). The Borrower then 
delivers the Security against a short position with the market. 

Consistent with the current method of executing short enhancement transactions, UBS 
Securities LLC, acting as independent agent for UBS Cayman Ltd., would first identify a 
potential Lender (select prime brokerage clients, institutional agent lenders, or other 
financial services entities that have access to a Security that they would be willing to 
finance in a manner that would increase the dividend yield on such Security). UBS 
Securities would then identify a potential Borrower. Once both a potential Lender and a 
potential Borrower are identified, UBS Securities LLC personnel (again acting as agents 
for UBS Cayman Ltd.) wiH negotiate the terms of back-to-back securities loans used to 
effect the borrowing and lending of the Security by UBS Cayman Ltd. If such negotiations 
result in transaction terms that will generate a reasonable economic profit for UBS 
Cayman Ltd. (taking into account the relative risk of the transactions and all costs 
associated with implementing the trades), UBS Cayman Lid. will enter into a securities 
lending agreement to borrow the Security from the Lender, as well as a securities lending 
agreement to tend the Security to the Borrower. More specifically, UBS Cayman may; 

1, Borrow a Security from a hedge fund hedged with a securities loan to another 


UBS New Business Proposal 
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hedge fund; 

2. Borrow a Security from an institutional agent lender (acting as agent for a 
Lender) hedged with a securities loan to a hedge fund; or 

3. Borrow a Security from a hedge fund or agent lender hedged with a securities 
foan to a financial services entity (e.g., a subsidiary of ING, or Nomura). 

*> Short enhancement transactions are designed to allow UBS clients that wish to sell short 
a dividend paying US equity to do so at a lower exist than would be typical in the market. 
This cost savings results in a higher yield with respect to the short position. In a typical 
short sale transaction, the short seller would borrow shares to deliver against its short 
position, and would be required to pay substitute dividends to the securities lender equal 
to 100% of the dividends paid on the borrowed shares. In a short enhancement 
transaction, the short seller is contractually obligated to pay substitute dividends that are 
less than the actual dividend paid on the associated shares. For example, instead of 
paying 100% of the dividends, a short seller in a short enhancement transaction would be 
required to pay only 95% of the dividends paid on the relevant shares as a substitute 
payment to the securities lender. The short seller's economic return on the short sale is 
therefore “enhanced" by 5% of the dividend associated with the short position. 

❖ The economic “enhancement" to the short seller is funded through the acquisition of 
shares that are on the whole cheaper to borrow than the overall cost charged to the short 
seller. These "cheap" shares are typically acquired by borrowing a Security from an entity 
resident in a maximum withholding tax jurisdiction in a manner which legally avoids the 
US withholding tax that would have otherwise been imposed upon the dividends paid on 
such Security, As no withholding tax is due with respect to such a transaction, Lenders 
can enjoy an economic benefit in the form of an increased post-tax dividend yield on their 
stock position. Lenders typically receive an amount equivalent to approximately [85%] of 
the actual dividend rather than the 70% actual dividend that they would have received on 
a physical long position in the same Security. 

•> By participating in short enhancement transactions. UBS Cayman Ltd. is able to earn a 
low risk arbitrage spread equal to the difference in rates on the cash collateral legs of the 
securities loans plus a spread on the dividend yield (the withholding tax being essentially 
equivalent to an economic carrying cost which is reduced through this booking model and 
divided among the parties to the transaction). 

❖ For example, in a typical short enhancement transaction, UBS Cayman Ltd. would borrow 
a Security from a Lender and would be obligated to pay 85% of the gross dividend as a 
substitute dividend to that Lender. UBS Cayman Ltd. could then lend the Security 
acquired from the Lender to a Borrower. The Borrower would be contractually obligated 
to pay a substitute dividend to UBS Cayman Ltd. equal to 95% of the actual dividend. 

UBS Cayman Ltd. would therefore earn a spread equal to 10% of the dividend. This 
spread would be in addition to the interest spread it would earn on the cash collateral legs 
of the transactions. 



v UBS Securities LLC will earn a fee for its agency arranging services equal to 25% of the 
profit earned by UBS Cayman Ltd, for entering into short enhancement transactions. This 
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fee is consistent with fees charged to third party clients for similar services. 

*> Trades are documented under standard Securities Lending agreements (typically 
GMSLAs). 

*> Market intelligence indicates that similar products are being currently offered by Morgan 
Stanley, Goldman Sachs, Lehman Brothers, Merrill Lynch, ING, & others. 

❖ Operations and systems are currently in place. 

❖ This NBf excludes trades where stock is borrowed and traded vs. a swap (previously 
approved as the “Long Enhancement Program." 


Start up Costs - none 

Estimated annual revenue: 

UBS Cayman Ltd. - $3 to $10 million annual (direct). 

UBS Securities LLC - $750,000 to $2.5 million direct (25% of UBS Cayman Ltd.'s 
profits), as well as significant indirect (per below). 

Other revenue impact: Product is a significant factor in UBS Securities LLC's ability to 
attract & retain Equity Prime Brokerage clients. 

Impact on headcount - None to plus one (with growth). 

Expected average trade size - $30 million. 

Transaction volume 5 to 20 per week. 




*:• Name of booking legal entity - UBS Cayman Ltd. 
v Name systems where positions wiil be booked - ADP. Loanet 


Additional systems used (analytics & reporting) - DSS, IDEAL 


<• See 7.5 Tax and 7.6 Legal. 
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' i < gEgggg k r, gigoj g§| WMMMZj ! 


Loanet marks borrows and loans to market daily, i with collateral collected or returned as 
needed. 


-Processes in place. Stock Loan Operations (John Nadncik/Joe Somma/ Peter 
Giattini). 


Processes in place. Equity/PB Services/Cayman BUC (Scott Ince/ Mark Allan). 


REDACTED 

i 
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HHN 1 " SH i ii S 

CREDIT RISK: 


MARKET RISK: 


FCD: 

Per Dyrvik 

BUC: 


ACCOUNTING POLICY: 


TAX: 

Todd Tuckner 

LEGAL: 

Lou Eber 

COMPLIANCE: 


OPERATIONS: 


GROUP TREASURY: 


IT: 


SECURITY RISK: 


OTHER: 



ATTACHMENTS 
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From: 

Sent: 

To: 

Cc: 


Subject: 


MS-141 (I ED) 

Wednesday, January 09, 2002 9:05 AM 
TP-027 @ chase. com 

TP-099 @jpmorgan,com; TP-101 gjpmorgan.com; 
TP-102 @chase.com; TP-104 @chase.com; 

TP-103 @jpmorgan.com 
Re: MSIL Lending 


Attachments: 


Cayco Indemnification for97-663.doc 


Cayco 

lemnJflcaOon for 97- 

TP-027 

I apologise for the delay in responding - but the year end, and holidays slowed the 
process down. 

Attached is the indemnity that we will sign for the US borrows with JP Morgan Chase - can 
you let me know if this is acceptable Please give me a call on Redacted if you wish 
to discuss Thanks MS-141 

Redacted 3chase.com wrote: 

> MS-141 — As we discussed, JPMorgan Chase's interpretation of the US 

> securities lending regulations and Notice 97-66 (intended to solve the 

> "cascading withholding tax" issue) is that some form of proof of 

> withholding is required. Section 4 of Notice 97-66 clearly indicates 

> that Morgan Stanley Cayman is a US withholding agent. JPMorgan Chase 

> is a US person and clearly a withholding agent. If this is done with 

> our Lux sub as agent, then the notice covers them as well. The 

> language of this provision 

> says: 

> 

> "If a U.S. withholding agent withholds the highest rate of tax 

> which would be imposed on all foreign recipients ... each foreign 

> withholding agent will be treated as having satisfied its withholding 

> obligation under section 1.1441-7." 

> 

> For any new business, we are requesting a confirmation that 

> appropriate tax has been withheld. The examples in Section 5 of Notice 

> 97-66 all state that tax has actually been wittheld. In section 3, the 

> language states that withholding may be reduced or eliminated" ... to 

> the extent that the total U.S. tax actually withheld on the underlying 

> dividend and any previous substitute payments is greater that the 

> amount of U.S withholding that would be imposed.. on the dividend. 

> As such, again the ability to rely on the notice requires some showinq of actual 
withholding. 

> 

> In light of all of this, I believe that we would need some form 

> of letter from Morgan Stanley Cayman and possibly MSIL (I have 

> inserted names but we would need the correct names of the companies 

> involved) with language as follows: 

> 

> " Morgan Stanley Cayman and MSIL confirm that appropriate U.S. 

> taxes have been withheld. Morgan Stanley Cayman and MSIL further 

> agree to indemnify and otherwise hold harmless JPMorgan Chase for (i) any U.S. 

> withholding tax imposed on any substitute payment, and any interest or 

> penalty for failure to properly remit such tax, and (ii) JPMorgan 

> Chase's payment of any taxes, interest and/or penalty otherwise due 

> from, or paid on behalf of, Morgan Stanley Cayman and MSIL . " 
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> I think that this is not necessarily indicating that tax has been 

> withheld on a payment but is instead saying that if tax should have 

> been withheld, it was. If Morgan Stanley’s interpretation that no 

> further tax needs be withheld is correct, then the statement would be accurate. 

> 

> I look forward to your comments. Please call me on Redacted 

> if you wish to discuss further. I would also be pleased to discuss 

> with your US tax personnel. I have dealt with a Mark Merlo in New York 

> as part of an SIA committee but we have not discussed this subject. 

> 

> Regards 

> 

> TP-027 


2 


Strictly Confidential 
Not for Circulation 

Subcommittee Members and Staff Only 
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— Original Message — 

From: Giedra, Bruce 

Sent: Tuesday, August 20, 2002 1 1 :33 AM 
To: Levy, Benjamin 
Subject: FW: Equity Swaps 


5 — Original Message — ! 

j From: Giedra, Bruce 

( Sent: Friday, May 17, 2002 0:10 AM j 

I To: Sherman, Nell H ; 

i Co: Pace, Alan; Crowe, David 
j Subject: FW; Equity Swaps 

3 Attached below are the guidelines developed by our US Tax department and outside counsel S 

] regarding the use of swaps by our offshore customers. Similar rules should apply to CFDs. : 

■ Note Equity Finance/Derivatives agreed with Corporate Tax to ah Internal restrain of no more : 

i than $26 mllon of withholding tax exposure per year aoross all our business units. Any CFD ; 

’ exposure needs to be incorporated In this limit. Any exposure Is the responsibility of the relevant : 

I business unit not corporate tax. 

; — Original Message — j 

I From: Dorman, Jeffrey S j 

‘ Sent Friday, November! 0, 2000 7:16 AM j 

j To: Giedra, Bruce; Story, Richard G; Crowe, David ! 

1 Ce: Bleohmart, Howard i 

j Subject: RE: Equity Swaps 

All, 

; To the extent that we are to offer pricing to enhance a client's us dlvs, Richard or I should be j 

I Involved the process. This should be viewed as a service that we expect to be paid lor, and ; 

■ receive incremental business lor. 

; jd | 

’ — Original Message — j 

i From: Giedra. Bajce j 

i Sent: Friday, November 03, 2000 12:21 PM r 

! To: Story, Richard G; Crowe, David 

■ Co; Dorman. Jeffrey S; Blechman, Howard j 

l Bubject: FW: Equity Swaps 


F00284-00213179 
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NO. 455 003 


! 


Attached is the information you requested. 

Based on the new withholding/ information reporting ruies that wilt take effect In Januag hedge 
funds have become veiv interested in the use of equity swaps. The tax department guidelines we 
have discussed in the past are set forth below. Note, we also do not want to both buy from and 
sell back to our customers the underlying securities. 


— Original Message — 

From: Levy, Benjamin 

Sent: Tuesday. May 1 6, 2000 1 1 :38 

To: Btecnman, Howard . 

Cc: Lauricella, Leonard J; Monlco, Jdseph; Crowe, David; Giedra, Bruce; Taranto, Anthony j 
Subject: RE: Equity Swaps 


j wanted to Inform you that after interna) discussions within the Tax department and with outside 
: counsel, we are in agreement that equity swaps dons in conjunction with Prime Broker accounts 
should be done within the proposed guidelines described below, 

• Ben 


• — original Message — ! 

S j From: Giedra, Bruce j 

: Sant: Monday, May 15, 2000 3:02 PM I 

• To: Levy, Benjamin: Monlco, Joseph; Taranto, Anthony J 

! Co: lauricella, Leonard J; Blechman, Howard; Crowe, David; Dorman, Jeffrey S : 

! Subject: RE: Equity Swaps j 

j \ 

■■ Tha following are the proposed guidelines for equity swaps dons In conjunction with Prime { 

j Broker accounts (par Howard Blechman and the Equity Derivatives group): 

: i) Duration of Swap Based on Number of Slocks in a Basket: j 

: a) 1-2 Stocks : 1 year term j 

! b) 3-5 Stocks : 6 month term 
: 0 ) S-fl Stocks : 3 month term 
I d) 10 or more Stocks: AS day term 
j 2) Early termination: 

j A penalty for early termination will be Imposed. In no event will tha Swap be terminated any : 

' sooner than a 21 day i 

j ! period. 

: 3) II possible the swaps will contain soms non-dividend paying stocks. i 

; *y .■ sra Swn*an ■A*’?.'*® £ 
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NO. 455 


4) Creation of Basket of Slocks in the Swap: 

a) Limited legging will be allowed based on the duration and number of stocks in the basket as 
set forth below: 

i) 1-a stocks : 1 year term • Legging In not necessary 
3-9 Stocks : 6 month term - Legging in allowed if accomplished within a 1 month period 
ill) 6-9 Stocks : 3 month term - Legging in allowed if accomplished within a 3 week period 
hr) 10 or more Stocks : 45 day term - Legging In not allowed 

b) The client will be allowed to leg out of up to a maximum of 30% of the previous week's daily 
average volume of 

that stock (limit based on the markBt volume of that particular stock and not the amount of the 
stock in the swap). 

c) Other legging in and out possibilities will be determined on a case by casa basis, 

d) Mechanically transactions to change the basket will be completed as follows. Additions to the 
bssksl will be 

completed by crossing positions Into the swap. Market on dose trades wltt be used to take stocks 
positions out 

of the swap (For exchanges that do not have market on dose mechanisms in place other 

alternatives will be 

used). 

5) Swap terms: 

The Swaps will utilise standard terms and documents. All Swap payments will be made on a net 

basis. 

6) The Swap traders will provide on a quarterly Oasis summary details regarding the Swap 
baskets. 

- 3 ' 

sii'fSIiSiiisii'i 

* > , „ 3$|!fS$j0Sf* 
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m.com] 

lehmancomj. 


There have been quite a few questions on our yield enhancement structure 
so I put together an explanation of the structures. 


There are two ways to yield enhance equities: 

1) Using our SWAP/CFD product the fund could put their positions in our 
SWAR/CFD product. If the fund currently owns the position then any sale 
of the security would create a capital gain or loss on the position. 

Since the sale of the equity then the purchase of the SWAP/CFD would 
create a washed sale, any gain would be realized and any loss would be 
carried forward until the position is sold. Any 13F filings would need 
to be amended as well. If the fund is just purchasing then by putting 
the equity position directly into SWAP/CFD these issues would be 
avoided. While this is a very easy structure, it's best to explain the 
implications of the sale of the security up front. 

2) The best method to enhance yield is our lending program. We would 
borrow the securities from the client, then pay them 70% of the dividend 
and a stock loan fee of 18% of the dividend which would gross them up to 
88%. This is the best structure, this is not a sale of the security only 

a loan so no capital gain or loss issues, no reporting issues. When we 
borrow the securities we would put up G7 government bonds as collateral, 
JP Morgan will manage the collateral through a Tri Party arrangement 
which Lehman Brothers will pick up the cost. It is very easy. 

Morgan Stanley among others are showing Structure 1) to their clients, 
to my knowledge they do not offer Structure 2). 

If you have any questions please let me know. 


John P. Carriero 
Lehman Brothers Inc. 
745 Seventh Avenue 
New York, NY 10019 
212 526 6929 
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From: Dorman, Jeffrey S pctofman@lehroan.comj. 

To [ | Maynard ar imaynard@lenman.com 
Cc:H 

Bcc : i-i • _ ■ 

Subject: Re: MICROSOFT STRATEGY. 


Sent:7/22/2004 5:39 AM. 


Outstanding. We needed a one off like this and hopefully this will meet our 
expectations. Let’s drain every last penny out of this mkt opportunity. Please let me 
know if I can help in any way. 


— Original Message — 

From- Maynard. Ian <imaynard@lehman.com:> 

To: Dorman, Jeffrey S <jdorman@lehman.com> 

Sent: Thu Jul 22 05:22:05 2004 
Subject: RE: MICROSOFT STRATEGY 

Jeff, 

Good progress so far this morning...l have interest my side for over 30mn 
shares the cash register is opening!!!! 

Rgds 

Original Message 

From: Dorman, Jeffrey S 

Sent: Thursday, July 22, 2004 10:10 AM 

To. Maynard, Ian 

Subject: Re: MICROSOFT STRATEGY 


Thanks for owning this Ian. This summary is excellent. I am sure we will have a 
terrific result. 


Original Message — 

From: Maynard, lan <imaynard@lehman.com> 

To: Dorman, Jeffrey S <jdorman@lehman.com>; Harrison, Kevin A 
<harrison@lehman.com>; Baldassano, Matt <Matt.Baldassano@lehman.com>; 
Pinnock, Matthew <matthew.pinnock@lehman.com>; Brier, Bruce 
<bbrier@!ehman.com> 

CC: Story, Richard G <rstory@lehman.com>; Brier, Bruce <bbrier@lehman.com> 
Sent: Thu Jul 22 03:32:45 2004 
Subject: MICROSOFT STRATEGY 

Meeting Minutes from 21st July Meeting 

The Opportunity: $1 Omn P&L on this name this year 

Microsoft has declared a $3 dividend payable 2nd December 2004, subject to 

shareholder approval. There is a DRP option but the likelihood of its use would 
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appear limited as i)there is no discount and ii) in order to partake the shareholder 
would need to withdraw their shareholding from DTC and hold in physical form 
under their own name. Lehman has sourced lOmn shares to date from offshore 
sources with the intention of using this asset to delta hedge third party swaps 
activity. 

We are presently distributing to ING, Abbey National, Nomura out of Cayman, (for 
70 underlying stock). 

We are looking to sign up Fortis, Societe Generate and Barclays Capital out of 
Cayman 

Our distribution lines out of LBF/LBIE for 85 underlying stock are significantly 
broader. 

Current market offer is 96.5% 

We are presently 90 bid max for 70 underlying portfolios and 92.5 bid for 85 
underlying portfolios. 

Strategy 

Distribution is the key axe. Proprietary should only be used as a no other option 
alternative. We need to source commitments on size and price from the swap 
counterparts (IM). KH to investigate distribution routes in the listed market and to 
coordinate feedback of bids on the OTC markets received by the swaps desk in NY 
to London. 

BB can advise on structures that have been given the blessing of the tax 
department, should anyone need a refresh I urge you to speak directly to 
Bruce.. ..anything away from these structures needs to pass Bruce for assessment 
and approval. 

On the sourcing front we need to drive the axe with the various desks on the equity 
floor as well as investigate further sources of stock from our lending counterparties. 

MP/IM to own the sourcing axe out of London. 

MB to coordinate the axe with the hedge fund client base in coordination with BB IM 
to present strategy to sales desks (program/cash/derivatives) in London KH to 
present strategy to sales desks in NY. 

FIRST Step is to assess the depth of our immediate market. Initial feedback 
required tomorrow prior to passing axe to the broader sales desks. 

Will set up a meeting for this core group tomorrow to assess progress. 

Rgds 
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From: Brier, Bruce lbbrter@lehman.comJ. Sent:7/30,'2004 8 -i7AM. 

To: | - 1 Maynard, tan [iniaynard@lehman.com}; Hamson Kew.-; A itiarrison@tehman.comj; Batdassano, Matt 
[Matt.Batdassano@lehman.com]; Pinnock, Matthew imatthew.pinnock@lehman.com]; Brand, Nick 
fnbrand@ieh ntancom i . 

Cc: [ - ] Story' Richard G [rs:ory@;ehman com] Gorman Jehrcy S !jdorm3:t@iei:mar..ct)m] 

Bcc j j -j : 

Subject: Dividend Strategy 

Dear Knights Of The Dividend Round Table: : 

: | 

The NY times article circulated earlier has been just some of the media j 

attention given to the MSFT dividend. As election day approaches, and j : 

should GWB s re-election look uncertain, we could see many more 

companies declaring significant dividends. Were this the case, we could j: 

also see action from the US Treasury that adds a sudden cloud to this 
business. Moreover, if past conduct is any indication of future action, 
the cloud could arise in a way which harms those arbing the market. 

The point of this is we should think about, if we have not already, 
structuring this business with an escape hatch in the form of a MAC 
("Material Adverse Change") clause or similar device. This way, if the 
risk profile should suddenly change, we would be protected. 

; Please give me a call with your thoughts. 

Bruce 

j > Original Message — 

j > From: Maynard, Ian 

> Sent: Thursday, July 22, 2004 3:33 AM 

> To: Dorman, Jeffrey S; Harrison, Kevin A; Baldassano, Matt; 

> Pinnock, Matthew; Brier, Bruce 

> Cc: Story, Richard G; Brier, Bruce 

> Subject: MICROSOFT STRATEGY 

> 

> Meeting Minutes from 21st July Meeting 

> 

> The Opportunity: $1 Omn P&L on this name this year 

> Microsoft has declared a $3 dividend payable 2nd December 2004, 

> subject to shareholder approval. 

> There is a DRP option but the likelihood of its use would appear 

> limited as ijthere is no discount and ii) in order to partake the 

> shareholder would need to withdraw their shareholding from DTC and 

> hold in physical form under their own name. 

i > Lehman has sourced lOmn shares to date from offshore sources with the 
| > intention of using this asset to delta hedge third party swaps 
j > activity. 

j > 

j > We are presently distributing to ING, Abbey National, Nomura out of 
j > Cayman, (for 70 underlying stock), 
j > 

j > We are looking to sign up Fortis, Societe Generale and Barclays 
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> Capital out of Cayman 

> 

> Our distribution iines out of LBF/LBIE for 85 underlying stock are 

> significantly broader. 

> 

> Current market offer is 96.5% 

> 

> We are presently 90 bid max for 70 underlying portfolios and 92.5 bid 

> for 85 underlying portfolios. 

> 

> Strategy 

> 

> Distribution is the key axe. Proprietary should only be used as a no 

> other option alternative. 

> We need to source commitments on size and price from the swap 

> counterparts (IM). 

> KH to investigate distribution routes in the listed market and to 

> coordinate feedback of bids on the OTC markets received by the swaps 

> desk in NY to London. 


> BB can advise on structures that have been given the blessing of the 

> tax department, should anyone need a refresh I urge you to speak 

> directly to Bruce....anything away from these structures needs to pass 

> Bruce for assessment and approval. 

> 

> On the sourcing front we need to drive the axe with the various desks 

> on the equity floor as well as investigate further sources of stock 

> from our lending counterparties, 

> 

> MP/IM to own the sourcing axe out of London. 

> MB to coordinate the axe with the hedge fund client base in 

> coordination with BB 

> IM to present strategy to sales desks (program/cash/derivatives) in 

> London 

> KH to present strategy to sales desks in NY. 

> 

> FIRST Step is to assess the depth of our immediate market. Initial 

> feedback required tomorrow prior to passing axe to the broader sales 

> desks. 

> Will set up a meeting for this core group tomorrow to assess progress. 

> Rgds 
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WACE ASSET MANAGEMENT UK - Meeting - EFG Relationship Review ; 


Discussion, 


<http://my.lehman.com/LL_S/imagelibrary/artwork/spacer.gif> 
CRM Journal Details 

<http://myjehman.com/LL_S/imagelibrary/artwork/spacer.gif> 

<http://my.lehman.com/LL_S/imagelibrary/artwork/spacer.gif> 


Redacted by the Permanent 
Subcommittee on Investigations 


ACCOUNT : MARSHALL WACE ASSET MANAGEMENT UK 
DATE : May 06,2004 


SUBJECT : EFG Relationship Review and Development Discussion 


LEHMAN PARTICIPANTS 
Matthew Pinnock 
Patrick Ryan 


CLIENT PARTICIPANTS : 

Joe Mcmanus - 

Simon Goodman - Portfolio Manager 


OVERVIEW 


Primary purpose of meeting was to introduce MP and discuss potential 
growth of activity. Following issues were discussed: 

- JM has just completed the analysis of 7 prime brokers, who MW are 
signed with, and confirmed only 2 satisfy their needs in full (DB and 
GS). JM claims MW run more money, with less people, than any other HF 
and are extremely focused on efficiencies, especially technology. LB 
scored well re pricing, "style" and "savvy" and JM confirmed MW would 
like to find ways for LB to become one of their primary providers. LB 
weaknesses were in technology, specifically around Swap and Sector Swap 
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P&L reporting This was reiterated by Magenta Pembrooke (who MW sought ! 

feedback from) who also had experienced teething problems with i 

technology last year when transitioning. ]. 

- we explained the problems experienced were due to transacting via j 

single stock swap product, rather than LPS or CFD offering. The LPS j 

update is in testing and will fully cater for MW needs. JM confirmed j 

it's unlikely they will award any business to LB until Oct 2005 j 

earliest. We encouraged them to revisit this, as technology was viewed 

as strong plus point from other HF users of the LB products and the LPS 
update would demonstrate this. JM agreed to start the testing in the new 

LPS product when complete and then re-evaluate. j 

- re UK activity: MW expressed concern our CFD product looks like a cash 
product and therefore should attract stamp. This is due to the way LB 
post cash entries for CFD activity and we stressed this was not the case 
and was being widely used already. MW will always award CFD business 

with firm who executes for them. j 

- re borrow availability file: MW have experienced issues re cost of 
borrow when they have attempted to execute with LB and would like 
ability to execute based on information in file. We advised of recent 
clean up of availability feeds and JM confirmed this was an idustry wide 
problem though would review LB files again. 

- re put throughs: MW have negotiated zero put through chg with GS, 
where there is a major price difference on the GS quote to the price 
they execute at. 

- re US Business: currently small now though will dramatically increase 
during the summer of 2004. interested in LB product, specifically around 
grossing up of dividends to 1 00%. 

- re US Stat Arb: MW would like to send file with 500 names (for 
example) and LB submit one locater number for all loans effected. We 
confimred it was not necessary to provide locater numbers in this way 
and would revert with full details. 

FOLLOW-UP : 

- revert re LPS product when complete 

- monitor availability file for completeness and accuracy 

- revert re US Stat Arb and locater number 

- follow up re US product and dividend gross up 


Click here to view/edit journal 

<http://my.lehman.com/LCM/int/interaction/maintenance/maintenance.jsp7do 

cGU ID-000001 4B057281 1 29BA5A6A37231 3F3E&cid=FE477E5A7F8B1 1 D494C40 

0902792C 

AC1&operation=updatelnteraction&enot=Y> 
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ACCOUNT : CQS MANAGEMENT UK - 
DATE : July 27,2004 


Redacted by the Permanent 
Subcommittee on Investigations 


SUBJECT : General catch up with their Finance team 

LEHMAN PARTICIPANTS : 

Gregg Smith 
Paul Gawan 
Katie Gillham 

CLIENT PARTICIPANTS : 

Mark Churchill - Administrative Assistant 

Jonathan Doel - Trader 

Matt Coleman - Treasury Manager 


OVERVIEW : 


Dividends - Jon estimates we won c. 40% of their yield enhancement 
trades which they do with 3 providers including us. They would prefer to 
do as much YE business here as possible as the CFD product is much 
easier than doing total return swaps elsewhere. He felt we were 
particularly uncompetitive in Italy this year and highlighted our 
unwillingness to enhance small positions which has led to a number of 
positions having been moved out to be enhanced elsewhere. Stressed that 
during the div. season they don't have time to keep bidding back and 
forth on each position so if we want to guarantee a position we need to 
show them our best level immediately. On the short side they've had 


LBHIPSI00033591 


— Original Message — 

From: Gillham, Katie 

Sent: Wednesday, July 28, 2004 5:25 PM 

To: Gawan, Paul; Gillham, Katie; Smith, Gregg; Pinnock, Matthew; 

Schilling, Mark; Waterworth, Andrew; Story, Richard G; Caseiras, Paul; 

Bisesi, Brian 

Subject: CQS MANAGEMENT UK - Entertainment - General catch up with their 
Finance team 
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problems in that the improved dividend %'s have not fed through to the j 

actual billing 

They are still smarting over the margin issues that have been going on 
for nearly 2 months. Matt was particularly unhappy that he has had no 
update from risk since a meeting on 22nd June. They are now putting on 
all new split-capital trusts away from us and stressed that they are 
receiving what they consider to be fair margin treatment. 

Cross-selling - very happy with current repo business, would like to do 
more if we had bigger balance sheet, mainly doing biz with Citibank. 

Mentioned that we are expensive on JPY special borrows but that their 
JPY CB traders are exceptionally aggressive on borrow fees. 

FOLLOW-UP : 

Dividends - aim to pre-agree levels on all of their potential YE names 
prior to dividend season (as we did in 2002) potentially the best way to 
guarantee this business and also save us and them time bidding on each 
and every position. 

Going forward all short YE trades will be booked at 85 underlying and an 
all-in fee rather than at a 0 fee with an all-in div as this is not the 
only client to have encountered this problem. 

I: 

Margin - Have spoken to Matt Bowen who is handling this matter - 
responses have been delayed by vacation schedules on both sides. 

Cross selling - Matt Coleman will work with me to make sure our 
x-selling initiative form is completely up-to-date - meeting TBA. 

OUTCOME : 

: 

I CQS continue to regard us as one of their top three providers, important 
to keep their attention focused on the excellent service we provide for 
| them despite the recent margin issues. 


<http://my.lehman.com/LCM/int/interaction/maintenance/maintenance.jsp7do 
cGU!D=00000056498C81 139AA7A6A372313F3E&cid=8024AC2D801 Cl 1 D494C60 
0902792C 

AC1&operation=updatelnteractionSenot=Y> Click here to view/edit journal 
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Rich/Peter 


I tried to reach you by phone but your asst, mentioned you were on the 
phone with your bookies. 

This would be best as a phone call but let me take a shot. 


! Attorney Client Privilege 


I While single equity swaps do occur in the market most US tax lawyers 
I would say such swaps warrant elevated attention for a few reasons, 
i First, the relevant regulations do not comport particularly well with 
i the single equity model. Second, many finance and legal professionals in 
j the industry believe a single equity swap can be equated to a securities 
j loan. If this were the case, US withholding would likely be imposed on 
i swap payments made from LBIE to hedge funds. 

I Attorney Client Privilege 


Ian, Nick, and I have formulated guidelines for the yield enhancement 
b usiness, [Attorney Clie nt Privilege 
| (Attorney Client 1 

My suggestion is to work with the client and suggest either a Cayco 
stock loan or a CFD. Both in my opinion carry a lower level of tax risk 
with regard to single equities. 

[[Attorney Client Privilege 


-Original Message- 
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From: Story, Richard G 

Sent: c riday, January 21, 2005 8:10 AM 

To: Sugarman, Peter; Brier, Bruce 

Subject: US Total Return Equity Swaps for Fortress Off-Shore Fund 


.Attorney Client Privilege 


Original Message 

From: Wickham, John 

Sent: Thursday, January 20, 2005 2:04 PM 

To: Story, Richard G; Sugarman, Peter; Coghlan, John; Wecker, Jeff; 
Harrison, Kevin A; Vinciguerra, Marlisa 

Subject: FW: Total Return Equity Swaps for Fortress Off-Shore Fund 


This is the topic of tomorrow's call at 10:30. 

— Original Message 

From: Seymour, Jeffrey 

Sent: Thursday, January 20, 2005 7:28 AM 

To: Wait, Jarett; Wickham, John 

Subject: RE: Total Return Equity Swaps for Fortress Off-Shore Fund 


The relevant positions are: 

89,353 shares of Apollo Investment Corp (AINV) 

127,500 shares of NorthStar Reality Finance Corp (NRF) 
35,000 shares of Bay View Capital corp (BVC) 


Original Message 

From: Wait, Jarett 

Sent: Wednesday, January 19, 2005 4:1 1 PM 
To: Wickham, John; Seymour, Jeffrey 

Subject: RE: Total Return Equity Swaps for Fortress Off-Shore Fund 


thanks 


— Original Message 

From: Wickham, John 

Sent: Wednesday, January 19, 2005 2:59 PM 
To: Seymour, Jeffrey 
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Cc: Wait. Jarett 

Subject: Re Total Return Equity Swaps for Fortress Off-Shore Fund 


will take a look into it and come back to you. 


Sent from my Comstar Wireless Handheld (www.Comstarinteractive.com) 


— Original Message — 

From: Seymour, Jeffrey <jseymour@lehman,com> 

To: Wickham, John <jwickham@lehman.com> 

CC: Wait, Jarett <jwait@lehman.com> 

Sent: Wed Jan 19 14:06:43 2005 

Subject: Total Return Equity Swaps for Fortress Off-Shore Fund 


Jarett Wait suggested I touch base with you on a total return swap 
opprotunity we just received from Fortress Investments. 


Fortress owns 3 dividend paying equities in their off-shore fund 
(Drawbridge Special Opportunities Fund, Ltd.) The dividends are subject 
to 30% tax witholding since the stocks are held in an off-shore fund. 
Fortress would like to do total return equity swaps on the three 
position to mitigate/eliminate the tax witholding. 

I spoke to Mike Meys in Equities / Customer Financing and he said that 
we were very familiar with these types of tax-driven transactions with 
off-shore parties but we did not do them ourselves because of concerns 
we have over their effectiveness. Mike suggested there might be a 
structured solution with a larger number of positions in a trust, but 
Fortress prefers the simplicity of a simple total return swap. 

Is there any other area at Lehman I should discuss this potential trade 
with ? 


LBHIPSI0000147G 



474 



Permanent Subcommittee on Investigations 

EXHIBIT #45 - FN 94 


LBHiPSI00109857 







475 


To: { - j ; 

cc-JT'l 
Ba^MJ 
Subject: j 


| Pinnock, Matthew { matth ew . pin n o ck@ iehman . com]., 
i Dorman, Jeffrey S Odorman@fehman.comj; Baldassano, l 
j Richard 6 frstory@iehman.com]. 


S@nt:9/2 1/2004 3:17 PM. 
:t |Matt.8afdassano@lehman .com]; Story, 


fw: L8SF Capacity Using CFDs. 


Are we in a position where we should initially highlight accounts which may be reduced? 


Original Message — j 

From: Maynard, Ian <imaynard@lehman.com> j 

To: Dorman, Jeffrey S <jdorman@lehman.com>; Story, Richard G <rstory@iehman.com> 

CC: Baldassano, Matt <Matt.Baldassano@lehman.com>; Pace, Alan 
<alan.pace@lehman.com>; Sherman, Neil H <nsherman@lehman.com>; Pinnock, Matthew 
<matthew.pinnock@lehman.com>; Bisesi, Brian <brian.bisesi@iehman.com>; Brannan, Paul F j 
[London] <pbrannan@lehman.com>; Harrison, Kevin A <harrison@iehman,com> 

Sent: Tue Sep 21 16:39:45 2004 
Subject: LBSF Capacity Using CFDs 

Jeff/Rich, 

Having conducted a very high level review ot the US CFD business a number of areas for 
concern arise specific to risk, regulatory capital, balance sheet and consistency of trade 
structure. 

Please note that this is a high level review and I have not yet drilled down into the detail of the 
specific accounts. The recommendations are again high level and clearly need significant further 
discussion. 

* The range of clients for whom we are guaranteeing 100% on long dividends has increased 
significantly recently 

* There would not appear to be any consistent requirements around minimum holding periods 

and Churning of positions appears to be reasonably frequentjAttomey cfenTPriviiige - " ’ 

[Attorney Client Privilege 

‘"TRS'annOalised tax capacity numbers are in excess of circa $1 SmrTwhereas a pTevidusli'ffnt'df 1 
$1 Omn was recommended for this business.Feel that we need to reduce exposures selectively 
and certainly cap the tax exposure. At the same time we need to increase the spreads charged 

* The real spreads earnt are significantly impacted by net balance sheet costs and reg capital 
costs (see attached spreadsheet) 

* The LBIE Regulatory Capital costs arise as the CFD agreement with client is out of LBIE yet the 
hedge held in LBSF..the intercompany hedge is therefore covered by a derivative contract hence 
creating LER and PFE in LBIE. 

* The risk profile of this business has not, to my knowledge, received the same rigour of review 
and sign off. This must happen forthwith 

* We make no reserves against the revenue (One year trades in YE for example are hit with a 
10% of capacity reserve). We need to make reserves against this revenue stream. 

Attorney Client Privilege I 


The LBSF "CFD" book (hedge held in LBSF, client facing CFD in LBIE, back to back 


Permanent Subcommittee on Investigations 


EXHIBIT #45 - FN 97 


LBH!PSi00018414 





476 


intercompany hedge) presently has the following US positions there within: 

On all these positions we are paying 100% on longs and receiving 100% on shorts 

$mn Bp 

Counterparty 56 range Long CFD Notional Short CFD Notional Long Spread 

Liberty View 5600337 1 .5 0 40 

University Capital 5600362 20.5 0 50 

Highbridge 5600389 2 0 30 

CQS 5600453 306 53 30 

University Capital 5600564 3 0 50 

University Capital 5600568 6.5 0 50 

Liberty View 5600588 1 0 40 

CFM 5600646 180 178 31 

CFM 5600649 6 16 28 

Angelo Gordon 5600705 1 ,01 0 0 40 

Angeio Gordon 5600706 3 0 40 

CQS 5600709 3 0 50 

Suttonbrook 5600765 186 0 35 

Millenium 5600931 6 0 30 

UBS O'Connor 5604008 1 .5 0 30 

Gruss 5604012 9 2 40 

Gruss 5604013 11 3 40 

KBC 5605002 21 14 25 

KBC 5605003 53 32 25 

KBC 5605004 12 9 25 

KBC 5605005 117 74 25 

Polygon 5605030 0 46 30 

Vegaplus 5605120 13 16 40 

PHZ Capital 5605121 315 344 35 

Citadel 56051 55 121 0 30 

Perry 5606145 1 0 0 


Of the material Long Positions 


Client 56 range Long Notional 30% Capacity Utilised (assuming 2% yield) 

CQS 5600453 306mn 1 ,836,000 

CFM 5600646 180mn 1,080,000 

Angelo Gordon 5600705 lOIOmn 6,060,000 

Suttonbrook 5600765 186mn 1,116,000 

KBC 5605002 to 5005 203mn 1 ,218,000 

PHZ Capital 5605121 315mn 1 ,890,000 

Citadel 56051 55 1 21 mn 726,000 

Other 88mn 528,000 

Total 14.45mn 


Whilst we have re-positioned the yield enhancement business to avoid using proprietary capacity 
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on the US trade we are running the risk of increasing the risk exposure whilst at the same time jj 
increasing net balance sheet and regulatory capital as the long stock hedge is back to backed ji 
with the CFD position in LBIE (hence creating PB Counterparty Risk Requirement issues, \\ 

Potential Future Exposure issues and Large Exposure Requirement issues) j; 

I 

! attach a relatively naive and bullish P&L estimate (makes the assumption that we earn full 
spread on the long hedge). This makes the assumption that there is no material churning of the Ij 
position (which in many instances does not match the actual the trading pattern). I have not 
reviewed holding periods for each of the above clients. 

ji 

I 

«LBSF CFD Revenue Ana!ysis(Best Case).xls» jj 
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Maynarei Ian [ima; nardcgJehman n 
Dorman Jeffrey S ]jdormaft@iehm£ 
Sherman, Neil H [nsherm»i#lehTr^ 
Matthew [matthew pinnpck@>tehmai 
[atari pace@lehman.com] Zorek, J« 
;^i|||l|^||||an.bisesi@!ehfnan.: 
|bbrfer@lehrnan.corRj. ^ 


Sent 9/23/2004 9*59 AM 

i G {rstor^ehman.comj. 

Watt f Matt BaWassano@lehman com], Pmnock, 

^an com]; Id vrey Jo. in fJLdwfey;@lehman com] 

' fLortdOft] '^)rannan@Jehman com]. Brier, Bruce 




Jeff/Rich | 

On lop of the numbers below the US LPS product has the following notionals: 

Long Notional Risk Capacity @ 30% of 2% yield 
Tyke 716mn 4,296,000 
Highbridge 1,017mn 6,102,000 
Mandrake 95mn 570,000 
Fletcher Inti 14mn 84,000 

Tudor 67mn 402,000 j 

Goldman Sachs 29mn 174,000 


I Attorney Client Privilege 

Attorney Client Privilege _ my recommendations are as follows: 

; ’ Set a maximum capacity limit within which we as a business will operate. This capacity limit will 
i reflect a maximum WHT at risk number (the 30% number as the counterparties are largely 
offshore entities) and will cover both CFD, LPS and single stock swap product. My initial 
suggestion for Risk Capacity threshold is $20mn. Given the fact that we are nearing this limit it 
will not leave us with significan t r oom for expans ion. 

Attorney Client Privilege J minimum holding 

periods of stock to avoid excessive churning of stocks over dividend! 

' Ensure that the risk capacity is used to it’s fullest by applying rigorous return limits on the trades 
| that utilise the capacity: minimum post reserve returns on balance sheet, minimum post reserve 
j returns on risk capacity utilised and minimum post reserve returns on equity as these trades will 
I be significant users of both net balance sheet and Regulatory Capital, 
i * Controls will be in place through monthly reporting of WHT amassed by client 
i * It should be noted that the above proposal could challenge the existing structures on the book 
j from a risk/reward perspective and could force us to look at either changing pricing recuing 
I notionals or taking off trades altogether. 

| * The sales/marketing teams (CFD/Stat/PB/Swaps) should all be aware of the constraints 
I imposed on this business to ensure that we are coordinated on pricing of risk, 
j * There should be a centralised approval process for any clients that eat into the risk capacity 
I numbers, j 

i * I also propose that we take a business reserve of 1 0% of the WHT number at risk and only 1 
| seek to release after each completed audit cycle. | 

] I welcome your thoughts further on these matters. J 

I ! 

I I; 
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Rgds 


| i > Jeff/Rich, j; 

; ■ > \\ 

1 1 > Having conducted a very high level review of the US CFD business a number of areas for 
| concern arise specific to risk, regulatory capital, balance sheet and consistency of trade j; 

; structure. ji 

; ; > Please note that this is a high level review and I have not yet drilled down into the detail of the ji 
| specific accounts. The recommendations are again high level and clearly need significant further jj 
; discussion. fl 

f s ■ 

■ > 

> ' The range of clients for whom we are guaranteeing 100% on long dividends has increased : 

i significantly recently j 

j > ' There would not appear to be any consistent requirements around minimum holding periods i 

and churning of positions appears to be reasonably frequent. Attorney Client Privilege 
Attorney Client Privilege 

> * The annualisedfax capacity numbers are in excess ot circa SI bmn whereas a previous limit I 
of $10mn was recommended for this business.Feel that we need to reduce exposures selectively j 
and certainly cap the tax exposure. At the same time we need to increase the spreads charged 

> ’ The real spreads earnt are significantly impacted by net balance sheet costs and reg capital 
. costs (see attached spreadsheet) 

| > ' The LBIE Regulatory Capital costs arise as the CFD agreement with client is out of LBIE yet 
; the hedge held in LBSF. .the intercompany hedge is therefore covered by a derivative contract 
hence creating LER and PFE in LBIE 

. > " The risk profile of this business has not, to my knowledge, received the same rigour of review 
and sign off. This must happen forthwith 

> ' > We make no reserves against the revenue (One year trades in YE for example are hit with 
a 1 0% o_f capacity reservej^Wejieedjp make reserves against this reven ue streanr _ 

Attorney Client Pnvilege 


> The LBSF "CFD" book (hedge held in LBSF, client facing CFD in LBIE, back to back 
intercompany hedge) presently has the following US positions there within: 

> On all these positions we are paying 100% on longs and receiving 100% on shorts 

> 

> $mn Bp 

> Counterparty 56 range Long CFD Notional Short CFD Notional Long Spread 

> Liberty View 5600337 1 .5 0 40 

> University Capital 5600362 20.5 0 50 

> Highbridge 5600389 2 0 30 

> CQS 5600453 306 53 30 

> University Capital 5600564 3 0 50 

> University Capital 5600568 6.5 0 50 

> Liberty View 5600588 1 0 40 

> CFM 5600646 180 178 31 

> CFM 5600649 6 16 28 

> Angelo Gordon 5600705 1 ,01 0 0 40 

> Angelo Gordon 5600706 3 0 40 

> CQS 5600709 3 0 50 

> Suttonbrook 5600765 186 0 35 
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> Millenium 5600931 6 0 30 

> UBS O'Connor 5604008 1 .5 0 30 

> Gruss 5604012 9 2 40 

> Gruss 5604013 11 3 40 
>KBC 5605002 21 14 25 

> KBC 5605003 53 32 25 

> KBC 5605004 12 9 25 

> KBC 5605005 117 74 25 

> Polygon 5605030 0 46 30 

> Vegaplus 56051 20 1 3 1 6 40 

> PHZ Capital 5605121 315 344 35 

> Citadel 5605155 121 0 30 

> Perry 5606145 1 0 0 


> Of the material Long Positions 


> Client 56 range Long Notional 30% Capacity Utilised (assuming 2% yield) 

> CQS 5600453 306mn 1 ,836,000 

> CFM 5600646 180mn 1,080,000 

> Angelo Gordon 5600705 lOIOmn 6,060,000 

> Suttonbrook 5600765 1 86mn 1,11 6,000 

> KBC 5605002 to 5005 203mn 1 ,218,000 

> PHZ Capital 56051 21 315mn 1,890,000 

> Citadel 56051 55 1 21 mn 726,000 

> Other 88mn 528,000 

> 

> Total 14.45mn 


> Whilst we have re-positioned the yield enhancement business to avoid using proprietary 
capacity on the US trade we are running the risk of increasing the risk exposure whilst at the 
same time increasing net balance sheet and regulatory capital as the long stock hedge is back to 
backed with the CFD position in LBIE (hence creating PB Counterparty Risk Requirement issues, 
Potential Future Exposure Issues and Large Exposure Requirement Issues) 

> 

> I attach a relatively naive and bullish P&L estimate (makes the assumption that we earn full 
spread on the long hedge). This makes the assumption that there is no material churning of the 
position (which in many instances does not match the actual the trading pattern), I have not 
reviewed holding periods for each of the above clients. 


> « File: LBSF CFD Revenue Analysis(Bcst Case).xls » 
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j To summarize our discussion earlier today. 

] First, there in no "silver bullet" with respect to these issues but 
| rather relative risks that should be priced accordingly. For lack of 
; clarity, similar issues are present whether the transaction is effected 
I as a swap, future, securities loan, or CFD. The guidelines below apply 
| to CFDs, Swaps, and Securities Loans unless otherwise noted: 

1 1 . The longer the better-3 to 6 months are the shortest duration 
i we should consider. One year or greater swaps are preferred. CFDs are 
! perps so this is not an issue. Longer term swaps or perps which are 
| habitually terminated prematurely are suspect. Shorter term security 
I loans are acceptable since this is market practice. 

| 2. Swaps-single equity swaps should be avoided. Baskets should 
I generally exceed 20 referenced assets. Swaps that are liked to 
j distribution transactions can have 1 0 referenced assets. Risk will be 
| further reduced by including referenced assets that: i.do not pay 


1 1 dividends, ii.are issued by non-US corps, or iii.pay low dividend 
1 1 yields. For this reason, all other things remaining constant, Swaps are 
1 1 lower risk than CFDs. 

| 3. General background-offered transaction should be viewed in 
| light of existing customer background including i. current notional 
balances, ii.trading patterns, iii.composition of referenced assets, 
iv.ex-dates, etc. 

4. All transactions have residual risk which should be priced 
accordingly. By definition, 100% dividend equivalent payments under 
: price the inherent risk. 

i 5. The lowest risk transaction is the distribution business, 
i Specifically. In this transaction LBIE borrows or buys vs. swap from an 
i | 85% country and loans or sells vs. swap to an 85% country. 

! Feel free to circulate this before the meeting to all those invited. Any 
| j questions, please give me a buzz. 

; | Bruce 

: | Bruce Brier 
1 ! Lehman Brothers Inc. 

: | office (212) 526-7214 

s 
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: it is not the Cayman borrow which makes this the best trade for Lehman 
■ risk adjusted it is what Cayman or LBIE does with the shares. That is to 
i say the transfer to an unrelated offshore broker/dealer substantially 
; reduces the US withholding tax risk. This process, for lack of a better 
; name, is called “distribution". 

Bevin, stop by and 1 will explain all of this. If we cannot do the 
i "distribution" l will explain why the other options are higher risk and 
i ought to be priced accordingly. 


: > Original Message — 

: > From: Harrison, Kevin A 
j > Sent: Tuesday, January 25, 2005 8:20 AM 
j > To: Brier, Bruce 

I > Subject: FW: Conclusions of US div meeting 


> Original Message — 

> From: Story, Richard G 

> Sent: Tuesday, January 25, 2005 7:1 1 AM 

> To: Okay, Bevin J; Harrison, Kevin A; Maynard. Ian; Wecker, Jeff 

> Subject: RE: Conclusions of US div meeting 

> 

> Borrow via Cayman is considered by Tax dept to be lower risk than CFD 

> ill LBIE, so this is no.1 preference if 

> Us Operationally possible for Fortress to lend us their long posns ? 

> ■ • 

> Either way, suggest you show them 90% as a div. price on longs 


> — Original Message — 

> From: Okay, Bevin J 

> Sent: Monday, January 24, 2005 3:58 PM 

> To: Story, Richard G; Harrison, Kevin A; Maynard, Ian; Wecker, Jeff 

> Subject: RE; Conclusions of US div meeting 

» Kevin brought me up to speed on Fortress discussion. 

> Please let me know what I can do. 


> My thoughts: 

> - We have CFD's docs in place with Drawbridge Quantitative Strategies 

> so should be easy to rep. 

>•- If we go down the road of CFD, Fortress would need to understand 

> that they relinquish control of the underlying (ie no votes, execution 

> discretion, reporting etc) and can only give Lehman unwind levels for 

> the CFD, that's it. 

> - Not sure of the term of the trade but longer the better. 

> - Better fact pattern that Fortress business is very broad across 

> capital markets and not just this type of trading. Prime brokerage 

> relationship includes div, non div names, US, UK, Asia, futures, etc 
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> Original Message — 

> From: Harrison, Kevin A 

> Sent: Monday, January 24, 200b 10:25 AM 

> To: Okay. Bevin J 

> Subject: FW: Conclusions of US div meeting 


> — Original Message 

> From: Story, Richard G 

•> Sent: Friday, January 21 , 2005 1 1 :32 AM 

> To: Wecker, Jeff; Harrison, Kevin A; Maynard, Ian 

> Subject: Conclusions of US div meeting 


> Jeff, Kevin 

> 1) Fortress client discussion - 1 think Bevin is the coverage person 

> to join this call ? 

> 2) decision on clients to re-mark from 100% to say 85-90% - did John 

> want to do this for stat clients or PB clients also ? 

> Rich 
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> Is this diagram prepared for the US counterparty? 

> 

> I would suggest a bit more discretion (ie, less reference to tax 

> treaties) and, if this is for the unrelated US buyer, less detail of 

> flows prior to the swap/sale. 

> 

> Bruce 

> 

> — Original Message — 

> From: Carriero, John P 

> Sent: Wednesday, April 07, 2004 1 1 :25 AM 

> To: Brier, Bruce 

> Cc: Pace, Alan; Harrison, Kevin A 

> Subject: 

> 

> Bruce, 

> 

> Please review this trade and let me know how you want to proceed. ! 

> have a couple of counterparties that I've traded with in the past and 

> I’ll be speaking with to see if they have an interest in trading with 

> us on the dividend side. This trade is initially being set up for 

> Maverick but is offered by our competitors as part of a total 

> financing relationship with hedge funds. Take a look at this and let 

> me know any questions that you have, then let’s set up a little time 

> in the next day or so to go through all the issues that we've been 

> discussing. 

> 

> John « File: Caymans Island Trade.ppt » 

> 

> John P. Carriero 

> Lehman Brothers Inc. 

> 745 Seventh Avenue 

> New York, NY 10019 

> 212 526 6929 
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From: Harrison, Kevin A [harrison(g>leivnan com], Sent -V! 7/2005 2:20 PM. 

To: i ] Krishnan. Ariano !Aiusnt!.Kiisl'.nan@lehiJiaii.comj; Regazzl Thomas (lfegazzi@lehman.com]; Mays Michael: 
[mmeys@!ehman com], 

srrr~ ~~ ~ ~ r~I 

Sc: ["I ' . 

Subject: FW: URGENT - AG I. N DA - SVNn-ETIGS MCETIN6 TODAY 


FYI 

> — Original Message 

> From: Nunn, Melanie 

> Sent: Tuesday, May 17, 2005 10:28 AM 

> To: Ryan, Patrick D; Sherman, Neil H; Pinnock, Matthew; Baldassano, 

> Matt; Pace, Alan; Rossano, Mark; Okay, Bevin J; Lowrey, John; Maynard, 

> Ian; Driscoll, Eamonn P; Bisesi, Brian; Coghlan, John; Nicholson, John 

> C; Harrison, Kevin A 

> Cc: Story, Richard G 

> Subject: URGENT - AGENDA - SYNTHETICS MEETING TODAY 


> Summary agenda : 

> 0. Intro • overview of current Eq synthetic book by client 

> RS 

> 1. CFD applicability going fwd • Inti stocks + Inti clients ONLY 

> RS 

> 2. single-stock swap (SSS) applicability going fwd - portfolios with 

> 1-20 posns RS 

> 3. LPS applicability going fwd - portfolios with > 20 posns 

> RS 

> 4. approved give-up methodology for clearing swaps (ie- posns executed 

> away) RS/PR 

> 5. automation built for UK CFD give-up process that could be rolled 

> out for LPS ? IM 

> 6. client specific action steps 1 

> NS 1 

> 7. Product enhancements required for LPS a) auto-rec b) multi-mgn 

> rates c) other ? PR | 

> 1 

> Details : 1 

> 0. Intro - synthetic book by client 1 

> «Eqs Synthetic Long Balance Sheet Report May05 .xls» I 

> 1 . CFD - can only be used for non-US clients + non-US securities going | 

> fwd. This means that US clients like O'Connor, Moore and others are 

> NOT allowed to use this product. It also means Euro-based 

> firms like CFM, GLG etc cannot use the product for US securities. 

> 2. Single-swap - can be used for all products + clients, but only up 

> to a portfolio of max 20 securities. Hence it is appropriate lor 

> occasional traders such as i 

> Risk-arb firms, but not for quant, stat and most L/S firms. 

> 3. LPS - This can be used for all products + clients with portfolios > 

> 20stocks using execution rules below, which we call 'offer/accept' 

> process with 3rd party 
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> executing brokers. We have been using these execution rules 

> for 2yrs on UK CFD's anyway, so all desks should be familiar with 

> them. 

> The LPS product is operationally scalable + will become main 

> synthetic product for LEH globally, though there are product 

> improvement issues TBD 

> 4. approved give-up method : 

> «LPS Procedures.doc» 

> 6) Client specific action steps : 

> a) US swaps with US clients : Highbridge - already in SSS + using 

> approved give-up rules ? (Baldassano) 

> b) US CFDs with US clients : 

> PHZ - still to move to LPS ? (Okay) 

> JMG - allow to naturally unwind due to low ROA ? (Rossano) 

> UCSG - already moved to SSS (Ryan) 

> AG - still to move to SSS ? (Pace) 

> c) US CFDs with Inti clients : CFM - Lowrey to switch to cash PB or 

> LPS , CQS - Pinnock in process of completing unwind of US book 

> d) Inti CFDs with US clients : AG $1 Om, Highbridge $1 00m, Fortress 

> $5m, Gruss $70m, Libertyview $10m, Mellon HBV $30m, Millenium $250m, 

> Moore $1 00m, Perry $60m, Stark $30m, O'Connor $270m, GSAM $250m, 

> UCSG $1 5m 
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Are we in a position whore we should initially highlight accounts which may be reduced? 


| Original Message 

j From: Maynard, Ian <imaynard@lehman.com> 

| To: Dorman, Jeffrey S <jdorman@lehman,com>; Story, Richard G <rstory@lehman,com> 
j CC: Baldassano, Matt <Matt.Baldassano@lehman.com>; Pace, Alan 
j <alan.pace@lehman.com>; Sherman, Neil H <nsherman@lehman.com>; Pinnock, Matthew 
i <matthew,pinnock@lehman.com>; Bisesi, Brian <brian.bisesi@lehman.com>; Brannan, Paul F 
I (London] <pbrannan@lehman.com>; Harrison, Kevin A <harrison@lehman,com> 
j Sent: Tue Sep 21 16:39:45 2004 
j Subject: LBSF Capacity Using CFDs 


i Having conducted a very high level review of the US CFD business a number of areas for 
I concern arise specific to risk, regulatory capital, balance sheet and consistency of trade 
j structure. 

I Please note that this is a high level review and I have not yet drilled down into the detail of the 
I specific accounts. The recommendations are again high level and clearly need significant further 
i discussion. 


i * The range of clients for whom we are guaranteeing 100% on long dividends has increased 
i significantly recently 

i * There would not appear to be any consistent requirements ai^und_m)nimum_tpld[ng periods 
and churning of positions appears to be reasonably fre quent . [Attorney Client Privilege 
j (Attorney Client Privilege : 

i ^Tfieltnnualised taxcapacity numbersareTn excess of circa$ 1 5mri whereai apreviouslimit of 
I $1 Omn was recommended for this business.Feel that we need to reduce exposures selectively 
j and certainly cap the tax exposure. At the same time we need to increase the spreads charged 
i * The real spreads earnt are significantly impacted by net balance sheet costs and reg capital 
j costs (see attached spreadsheet) 

i * The LBIE Regulatory Capital costs arise as the CFD agreement with client is out of LBIE yet the 
i hedge held in LBSF.. the intercompany hedge is therefore covered by a derivative contract hence 
i creating LER and PFE in LBIE. 

| * The risk profile of this business has not, to my knowledge, received the same rigour of review 
j and sign off. This must happen forthwith 

| * We make no reserves against the revenue (One year trades in YE for example are hit with a 
j 10% of capacity reserve). We need to make reserves against this revenue stream. 

| (Attorney Client Privilege 


j The LBSF "CFD" book (hedge held in LBSF, client facing CFD in LBIE, back to back 
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intercompany hedge) presently has the following US positions there within: 

On ail these positions we are paying 100% on longs and receiving 100% on shorts 

$mn Bp 

Counterparty 56 range Long CFD Notional Short CFD Notional Long Spread 

Liberty View 5600337 1 .5 0 40 

University Capital 5600362 20.5 0 50 

Highbridge 5600389 2 0 30 

CQS 5600453 306 53 30 

University Capital 5600564 3 0 50 

University Capital 5600568 6.5 0 50 

Liberty View 5600588 1 0 40 

CFM 5600646 180 178 31 

CFM 5600649 6 16 28 

Angelo Gordon 5600705 1,010 0 40 

Angelo Gordon 5600706 3 0 40 

CQS 5600709 3 0 50 

Suttonbrook 5600765 186 0 35 

Millenium 5600931 6 0 30 

UBS O'Connor 5604008 1.5 0 30 

Gruss 560401 2 9 2 40 

Gruss 5604013 11 3 40 

KBC 5605002 21 14 25 

KBC 5605003 53 32 25 

KBC 5605004 12 9 25 

KBC 5605005 117 74 25 

Polygon 5605030 0 46 30 

Vegaplus 5605120 13 16 40 

PHZ Capital 5605121 315 344 35 

Citadel 56051 55 121 0 30 

Perry 56061451 0 0 


Of the material Long Positions 


Client 56 range Long Notional 30% Capacity Utilised (assuming 2% yield) 

CQS 5600453 306mn 1 ,836,000 

CFM 5600646 180mn 1,080,000 

Angelo Gordon 5600705 lOIOmn 6,060,000 

Suttonbrook 5600765 186mn 1 ,1 16,000 

KBC 5605002 to 5005 203mn 1 ,218,000 

PHZ Capital 5605121 315mn 1,890,000 

Citadel 56051 55 1 21 mn 726,000 

Other 88mn 528,000 

Total 14,45mn 


Whilst we have re-positioned the yield enhancement business to avoid using proprietary capacity 
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on the US trade we are running the risk of increasing the risk exposure whilst at the same time 
increasing net balance sheet and regulatory capital as the long stock hedge is back to backed 
with the CFO position in LBIE (hence creating PB Counterparty Risk Requirement issues, 
Potential Future Exposure Issues and Large Exposure Requirement Issues) 

I attach a relatively naive and bullish P&L estimate (makes the assumption that we earn full 
spread on the long hedge). This makes the assumption that there is no material churning of the 
position (which in many instances does not match the actual the trading pattern). I have not 
reviewed holding periods for each of the above clients. 


«LBSF CFD Revenue Analysis(Best Case).xls» 
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go BiURty Leretfag Annex 

Thla Anrew it dated fl July, 2C04 and o between Getoman Sartos Europe acting {n Its capacity &, 
igem ter too dfcdoead Ptbfclpaf s Ksntifed fai the AgreOTHWtt (“Age rtf*} «r*i Lafonan Blethers 
equity flnwco (Cayman) United fBarnwrer*) and amanda, supp tsments and tom* pan oftha 
Oversees SscwrSi** Undare Agreement &**»*■" the pastes d*wd 15 Octtsr, 2CM, fttw 
•A greonwnr). 


(A) Appfiaatfan 

TNs perfM hsnty agree that this Annex apptes to aH loan* ot Securities under th» 
Agreement when the SaouriBea tent to Bontwrec ws US Equity Keatftte* (each *uth 
Swia'UB Loan*), for this prep** US Equity Socuritto#* means otoriiy treaotttea and 
a, instruments Issued by an entity mtidert, im«rpeflB*d or otferelse organized In the 
USA. 

(B) RepwwtatJons, Actarariedgamefrt*, Uhd*rf*Wng« and bvlwar.itias of Borrower 

trt relation to tufcwtitute payments paid by the Borrower to the Principal#, tn leu of US 
t^vieteidd on US Equity Securities pursuant to 03a ires 4(B) ol the Agreernart 
(‘Subotferio payments’), the Borrourer males# th» Inflowing representation* , 
scknoiMedflamem* ahd ureterttktogs to and for the benefit d Agent and oach Principal: 

1. Bamrinr h«by represents and warrant* on * ewriinuina buds to Agam »nd 
each Principal the! OeiTOWtr b not resident In the United Statu# of America and 
Is not a US person (or ttw purpose* of the US Internal Revenue Code. 

2 . Borrower hereby undertalre* to Agree end East Principal end agrees tec (i) if 

withhold US t** on Substitute Payments made to each Principal (U) 
We an ffts Ftorm ICtia-B or such o9m form, rt required. to report Subctfrrt* 
Payments transferred or paid m any Prtooipal (or such PrindpnTc agonto) for the 
Princ^wri'a account; and (Hi) to iwain copies o# The Form* 1042-S frt any) tor « 
toast seven years aftsf the dsto of fBng. 

a Straw** watowwtecfcs* Vwd Aoedt and «* Principal (end their egenfe) ore 
retying on tee Bor r ower k> ensure sati sf acti on of US tax wtihnosoktS and reporting 
on the Substitute Payments, If any. 

A. Bomwrer hereby agrees to cooperate *«h Agent and each Principal (and titelr 
•gcrrtfl) In *a event of any Uriltod States Intemsl ReverOto Serutoe {VUT) 
Inquiries end audits of Agent or a Principal (sndfar their eg onto) into In these 
transaction*. todudmg. wflhred Arfretion, B afTo w e r wll provide (he FOflre 1 043- 
9 ft itod, tf required, or such etfisr fawn as (he Somme; msy We, on rim 
transactions and confirm that the reported tea withholding, If any, waa deposited 
wtththeIRS. 

5. The Borrow** hereby acknowtedobs and understand* thal each Agent and eacto 
Principal (and trs agents) may have a US tax return fling ofeEgstien end tax 
tisettty In th* aeanf that It reeehre# Substitute Payments end the tax liabHlty with 
respreri three to hes not been fuBjr saddled. The Bomrew hereby agrees to hold 
harmless and Indemnity Accra and each Principal (and the* agents) eeairert all 
ecttons, precaed to fla. ctobna. costs, demand# and expenses arishg there from 
wfMi may he brought against, ■uttered or Incurred by Agent and or ere* 
principal (md Mr agents) to the snrttU of fl) breach by Dre rower of any of the 
reprasertiatfens, w ar rende# or unetortsldnoa set out abous to nriofloo to subqtiruta 
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TO 9K0«B33110 P. 13/13 


Payments end (ft) n»t tfe appropiteu! nfa of Us ntmhcidlng tor in rsp«4 el 
any 3udet«ute Payment !e net paid to to# IBs by Skim (io mauds my 
panaltma or irtwesilhe IR8 may esses# tharerxi>piwndnd that 

0 Agonlprmddaa mitten node* la Borrower wto*! SO days el receipt olwy 
claim for UJS. wtthhototos turn by a U S. gawfmaidal eseney: 

(10 Bo nowsr wil hen toe rtshl Id assume the defense of the claim (at fta 
eun agenda amt adto eetintol which a shall select in Da iSecseoen) at 
any dme totor the Agere hat gluon Bonowar naeca to tfw defers 

(5) mnsugn tna data dial la 10 days altar Sentwet haa received die 
■pprnpriato notice, or do long aa Borrower has Maunvd the defense of 
tha cMmaaproidad tar Inu n a aiataly abom. Agent ahalt not ff) pay wo 
cwm. or P) donaonttc anytodtianeid is eSwaenwMntwidi loopaotte 
die otsimsstboutto* prior vnasnrenMd or Berrewen and 

Borrower odd mx be ettij tied to Indsnady and hold ha imlaor Agent and 
Pitotopel (and agents of Wntipal) to wpeo* of aueh widthoidinB not tohH matt. 
Merest andfw nonoKaa to *» ntanl Wat dia ebtigadon areas duo to fra 
negsgance or bad fdth of the Acer* or Principal (dr agents to Princrpat), as dw 
case maybe. 

(O wlaosiurveoue 

1. Ad rapitalftad tamo used hereto and net othenrion daftoed toad baar tha 
ntaantog aooHhad to Warn to die Agreement 

2 India amd of any aedtot boonawitha tonna of Odd Anne* and die Agreement, 

»S> terms of Ofe Arnes «a prevail 


Ttos Amex afa bn sevafnad by and tamruod to aocoidintn <«w Engnn ton. 

IN Wimtona WHEREOF, IMa Annas haa been executed on behalf tdlha parties heme on the 
dare foot before sntoan. 
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INFORMATION DOCUMENT REQUEST RESPONSE 

TO: 

INTERNAL REVENUE AGENT 



FROM: 

BOB KUNZ, LEHMAN TAX DEPARTMENT 

_ 

- Redacted by the Permanent 




Subcommittee on Investigations 


RESPONSE TO IDR IE-52 



DATE: 

October 17, 2007 




In response to information document request IDR IE-52 (dated August 27, 2007), 

Lehman is providing the following responses: 

Request: This request is the second follow, issued on the date shown below, to your response to 
IDRs IE 9 issued on 2/27/2007 and IE 17 & IE 19 issued on 3/13/2007. 

1. Request: In order to determine that the documentation submitted on 6/8/07 and 7/13/07 with 
respect to the Single Equity Swap (SES) and the Lehman Performance Swap (LPS) is relevant 
and responsive to the above referenced IDRs, please confirm in writing and/or submit the 
following: 

a. Request: Your understanding of the criteria for the transactions responsive to 
IDRs IE-9, IE-17, and IE-19 based on the oral ag reement you cited in the June 8, July 
13, and August 14 cover letters from Bob Kunz to |^HlB 

Answer: Lehman’s understanding of the criteria for the transactions responsive 
to IDRs IE-9, IE- 17, IE- 19 based on the oral a greeme nt you cited in the June 8, July 13, 
and August 1 4 co ver letters fr om Bob Kunz tc4flHMMfc^ vas covere d in the letter to 
■BHHM^and {HflHHfelated August 27, 2007. As noted in that letter, Lehman 
understood transactions to be responsive if they met the following four criteria: 

1 . A U.S. Lehman entity (Lehman U.S.) acquired (as defined in IDR IE-19) a U.S. 
equity directly or indirectly from a foreign person (Foreign Counterparty) with 
settlement occurring as early as seven days before the dividend declaration date 
for the U.S. equity and no later than the U.S. equity’s dividend record date; 

2. The same Foreign Counterparty and a Lehman entity (domestic or foreign) 
entered into a “financial instrument” (as defined in IDR IE-9) with respect to the 
same U.S. equity; 

3. Lehman U.S. held the U.S. equity over the dividend record date and received 
100% of the dividend from the issuer, or did not hold the U.S. equity but received 
a substitute dividend payment determined with respect to dividends on such 
equity because Lehman U.S. transferred the U.S. equity to another U.S. institution 
pursuant to a stock lending agreement; and 
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- Redacted by the Permanent 
Subcommittee on Investigations 


4. After the dividend record date, the U.S. equity was directly or indirectly sold to 
the Foreign Counterparty by Lehman U.S. 

In addition to these criteria, Lehman understands that the information requested in the 
IDRs generally relates to U.S. withholding taxes potentially applicable to U.S. source dividends 
paid to non-U, S. residents. 

Finally, as we have noted, the Lehman Performance Swap (LPS) is also known as the 
Lehman Portfolio Swap. 

b. Request: Your understanding is that a transaction is deemed responsive, for 
purposes of IDR IE-9, when stocks were purchased from and sold by the taxpayer to the same 
counterparty, directly or indirectly through mechanisms such as other brokers, market on close 
orders and volume-weighed average price arrangements, and that such stock purchases made by 
the taxpayer or any affiliate included those purchases made through security lending agreements 
as well as outright purchases and sales. If that is not your understanding, please clarify in 
writing. 


Answer: The parties discussed this request and the definition of the term 
“indirectly” during a conference call on Tuesday, October 1 6. As agreed during that call, 
Lehman has sent you suggested changes to that language in separate correspondence on October 
17. 


c. Request: Your understanding is that a potential dividend is deemed to apply 
when a swap is terminated within a 45 day period, with offset by another instrument or 
transaction qualifying as a termination for this purpose. If that is not your understanding, 
please clarify in writing. 


Answer: As we noted in the October 2 nd letter to | ^ 

informed Lehman previously that the IRS has decided to retract this request. Therefore, 
will not respond to this request. 


2. Request: Please provide a detailed description of the criteria utilized to identify the e-mails, 
power point presentations, and transactions deemed responsive. In addition, provide a list of all 
the relevant search terms used for identifying the e-mails produced so far and future ones that 
you might consider responsive. 


Answer: Lehman identified responsive transactions through a combination of the review of 
documents and email and discussions with knowledgeable Lehman employees. Lehman utilized 
the criteria specified in IDR IE-9 and later modified in the discussions between the IRS and 
Lehman. Lehman used the following search terms in email searches of the relevant employees to 
identify potentially responsive documents: 

"Lehman performance swap" 

"LPS" 
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"portfolio swap" 

"portfolio index" 

"single equity swap" 

"SES" 

"contract for differences" 
"CFD" 

"hedge swap" 

“internal swap” 

"total return swap" 

"Cayco" 

"stock loan" 

"stock lending" 

“box trade” 

“distribution trade” 

“97-66” 

“Notice 97-66” 

"distribution model" 

“yield enhancement” 

"yield enhancement strategy" 
"yield enhancement strategies" 
"dividend arbitrage" 

“tax efficiency strategy” 

“tax efficiency strategies” 

“tax avoidance strategy” 

“tax avoidance strategies” 
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REDACTED 


Dtv_May01.pdf 


From: Loshiavo, Richard (EFS) 

Sent*. 18 June 2001 13:59 
To: Chackman, Sylvan <IED] 

Cc: McDougall, Ross (IED) 

Subject: [Fwd: [Fwd: £EVd: {Trading Idea: Dividend Yield Enhancement Swap 


Syl/Ross, 

Do you guys presently provide div enhancement trades on D.S stocks for 
any PWM accounts? 

Original Message — 

Subject: {Fwd: [Fwd: [Trading Idea: Dividend Yield Enhancement 

Swap for US Stock] ] ] 

Date: Thu, 14 Jun 2001 14:46:49 -0400 

From: Martin Tell <Martin.Tell@moiganstanley. com> 

Reply-To: Martin.Tell@morganstanley.com 

Organization: Morgan Stanley 

To: ’’West, Bruce" cBruce. WestQmorganstanley. com>, "Olidge, Darilyn" 

<Darilyn.01idge@morganstanley.com>, "Loshiavo, Richard" 

<Ri chard. Loshiavo@morganstanley . com>, "Gerspach, Jim" 
<Jim.Gerspach@morganstanley.com> 

Guys, 

What are your* thoughts? 

Marty 


— Original Message 

Subject: (Fwd: [Trading Idea: Dividend Yield Enhancement Swap 

for US Stock] ] 

Date: Thu, 14 Jun 2001 19:43:04 -0400 

From: Eddie Guillemet te < Eddie. GuillemetteCmorganstanley. com> 

Reply-To: Eddie.Guillemette@morganstanley.com 

Organization: Morgan Stanley 

To: lopatteam <lopatteam@ms . com> 

This piece on Dividend Yield Enhancement for US Stock was sent to PWM 
sales people in Asia . 

I have not investigated whether the swap structure only works for 
clients in Asia or if this is a product that can be potentially used 
with some of our non-US exclusive clients. Let me know if you have any 
further information on this product... eg 

Original Message 
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Subject: [Trading Idea: Dividend Yield Enhancement Swap for US 

Stock} 

Date: Thu, 14 Jun 2001 18:38:57 +0800 

From: Tommie Fang <Tommie. Fang@morganstanley . com> 

Reply-To: Tommie. Fang@morganstanley.com 

Organization: Morgan Stanley 

To: hpang chpang @ms . com> , pwmg <pwrog@ms . com>, pwmhksa 

<pwmhksa@ms . com>, pwmhksales <pwmhksales@ms . com>, pwmsing 
<pwmsing@ms . com>, vchen <vchen@ms . com>, Kelvin K Ng 
<Kelvin.Ng@msdw.com>, hkedmkt <hkedmkt@ms . com> 

CC: Kelvin Ng <Kelvin.Ng@morganstanley. com>, hkedsp 

<hkedsp@ms . com>, Stevan Vrcelj <Stevan.Vrcelj@morganstanley.com>, 

Hogan <Siroon.Hogan@morganstanley.com>, Stan Siao 
<Stan.Siao@morganstanley. cora> 

-Internal Use Only- 

Dear all. 

Below is a potential trading idea proposed by our equity 
derivative structure team. Please take some time read through the 
structure and attachment and call us if you have any feedback/questions 
at 2848-5993. 

Background: 

-> Non-US investors (resident in Hong Kong, Taiwan, Singapore, 
Cayman Islands, Jersey etc.) typically suffer withholding tax on US 
dividends, ranging from 15-30% 

-> Instead of buying/holding the stock directly, clients can 
enter into a Total Return Equity Swap with Morgan Stanley and achieve 
yield enhancement 

-> Target Client: Those who has held/will purchase large (more 
than U5$10niil) US Stock portforlio and current receive less than 100% of 
the dividends 

Quick Sample: 

Assumptions: Notional Value of US Shares US$ 100 ’MM 
Annual Dividend Yield (estimated) 1.20% 

Annual Dividend US$ 1.20 * MM 
Withholding tax 30% U5$ (0.36) ’MM 

If clients enter into the Total Return Equity Swap: 

Annual Value of Morgan Stanley Yield Enhancement US$ 0.18 ’MM 
(15% of the Annual Dividend) 

Estimated Pick-up on Notional p.a. 18 bps 

In this case, the sales credit would be 9 bps on the Notional on 
the top of normal commissions. 

Check List: 

(1) What % of the dividend does your client receive in (1) cash, 
and (2) tax credit: 

(2) Can your client enter into derivative transactions? Do they 
have ISDA Docs? 

(3) Minimum size/break fees: U5$10mil with $5,000 break fee if 
dividend received is less than US$80k. 

Attached please find: 

* summary of estimated yields for each MSCI-US share 

* Dividend withholding tax rates for each treaty country 


Thanks, 
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Tommie Fang 


This e-mail, and any attachments, is confidential and is intended to be 
used 

by the addressee (s) only. Its contents is based on or derived from 
information generally available to the public from sources we believe to 
be 

reliable. No representation is made that it is accurate or complete. 

The 

foregoing has been provided solely for information purposes and is not a 
solicitation of an offer to buy or sell securities at these or any other 
level. Morgan Stanley Dean Witter may have positions in, and may effect 
transactions, in securities and instruments of issuers mentioned herein 
and . 

may also perform or seek to perform investment banking services for such 
issuers. If you are not the intended recipient of this e-mail, any 
dissemination, distribution or copying of this e-mail, and any 
attachments 

hereto, is strictly prohibited. If you have received this e-mail in 
error, 

please notify the sender immediately by return e-mail and permanently 
delete 

all copies of this e-mail and destroy any printouts of it. 
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From: 

Sent: 

To: 

Cc: 

Subject: 


Peculiar^ Scott (TED) <Scott.Pecull an@morganstanfey.com> 
Wednesday, December 14, 2005 12:59 PM 
Patel, Chirag (IED) <chiragp@ms com>; swap <swap@ms.com> 
fpgswap <fpgswap@ms.com> 

RE: Possible Div Enhance Trade 


AH confirmed. Thanks very much. 


From: Patel, Chirag (IED) 

Sent: Wednesday, December 14, 2005 10:40 AM 
To: Patel, Chirag (IED); swap 
Cc: fpgswap 

Subject: RE: Possible Div Enhance Trade 

Scott - To confirm our conversation, i have relayed the following to Lansdowne who will contact your 
group directly to trade if they decide to pul! the trigger: 

Open pos. by trading straight into swap 

After the div . . .you can cross the stock to the clients PB acct. if they do not want to close out 

Thx, 

Chirag 

Chirag Patel 
25 Cabot Square 
London 
E14 4QA 

Tel: +44 207 425 7332 
Fax: +44 207 425 4546 

[3l 


From: Patel, Chirag (IED) 

Sent: 14 December 2005 11:24 
To: swap 
Cc: Fpgswap 

Subject: FW: Possible Div Enhance Trade 
Importance: High 

Guys - Spoke to Lansdowne: 

couple of different ways i think we can handle this: 

1) 'niey trade straight into swap with yourselves then trade straight out in the market with yourselves 

again - pis. confirm pricing and Div you can pay for this 

2) They trade sraight into swap onto LN's books div is enhanced ...then position is closed by entering 
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a VWAP order in the market. 

Pis. let me know your thoughts/suggestions 

Cheers./ 

Chi rag Patel 
25 Cabot Square 
London 
E14 4QA 

Tel: +44 207 425 7332 
Fax: +44 207 425 4546 

01 


From: Ryan, Dedan (IED) 

Sent: 14 [December 2005 10:30 
To: fpgswap 

Subject: FW: Possible Div Enhance Trade 

Importance: High 

Pis get back to Justine on this, 

Declan Ryan 

Vice President 

(P) +44 (0)20 7425 7331 

(F) +44 (0)20 7425 4546 


From: Justine Ayling [mailto:jayling@LansdownePartners.com] 
Sent: 14 December 2005 08:46 
To: Ryan, Dedan (IED) 

Subject: Possible Div Enhance Trade 

Importance: High 


Morning Declan, 

Our Global Financials team are thinking of purchases a US name which pays a special dividend of $6 and were 
wondering if they could potentially swap rt out to get a div enhancement. 

The name of the stock is Ameritrade. 

Please could you let me know if this is possible, the enhancement that we could expect to redeve and any 
additional information that we need to me made aware of 

Thanks Justine 


Justine Ayling 


Strictly Confidential 
Not for Circulation 

Subcommittee Members and Staff Only 


MS-PSI* 020745 



513 


Lansdowne Partners Limited 
IS Davies Street, London , W1K 3AG. 
Telephone: +44 (0)20 72905500 
Facsimile: +44 (0)20 7409 1122 
Email; jayling@LansdowneParmers.com 


The infanrution transmitted s intended only Tar (he person or entity Jo which it ii iddmied and may contain confidential and/or privileged material Any review, 
retransmission, diaiemuution or other use of; or taking of any *3icn in rdiaoce upon, this information by persons or entities other than the intended recipient is strictly 
prohibited- If you received this in error, please contact the tender and delete the material from any computer. 

This ccmmuni cation is for informational purposes only. It does not and is not intended to constitute investment advice or an offer or solicitation for the purchase or sale 
of any financial instrument or at an official confirmation of any transaction. All market prices, data and other information are not warranted as to completeness or 
accuracy and are subject to change without notice. Any comments or statements made herein do not necessarily refkcl those of Lansdowne Partners Limited 
Partnership or its affiliates. 

Lansdowne Partnos Lsndnd is authorised and regulated by the Financial Services Authority of toe United Kingdom and each of Lansdowne Partners Limited and 
Lansdowne Partnss Limited Partnership E registered as an investment adviser with the Securities and Exchange Commission of the United Stales of America. 
Lansdowne Partners Limited Registered Office: IS Davies Street. London WIK 3AG. England. 

WARNING: Computer viruses can be transmitted by email. The reoptent must check this email and any attachments for the presence of viruses. We accept no 
liability for any damage caused by any virus transmitted by this email. 


This e-mail has been scanned for all viruses by Star. The 

service is powered by MessageLabs. For more information on a proactive 

anti-virus service working around the clock, around the globe, visit: 

http://www.star.net.uk 
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RE; MSFT 

Cox, Byron 

From; Steve Maresco [sm@eminencecapital.com] 

Sent: Friday, October 08, 2004 9:48 AM 

To: Thomas. Alan (IED) 

Subject: RE: MSFT 

Yes - 1 voicemailed you earlier today. One timing question - assuming 
we arc in the swap for 30+ days prior to record date, I assume we could 
unwind the swap at any time subsequent to record date, correct? 

Thanks. 

Steve 


— -Original Message 

From- Alan Thomas [mailtn- Alan Thnmasfnjmnrp.anstanlr.y roro ] 
Sent: Friday, October 08, 2004 1 1 :42 AM 
To: Steve Maresco 
Subject: MSFT 


Steve, 

Still plenty of time, but ! believe ynu had wanted me to contact you 
regarding MSFT div enhancement this week. We are ready when you arc. 
Have a nice weekend, 

Alan 


This is not an offer (or solicitation nf an offer) to buy/sell the 
securities/instmments mentioned or on official confirmation. Morgan 
Stanley may deal as principal in or own or act as market raakeT for 
securities/instmments mentioned or may advise the issuers. This may 
refer to a research analyst/research report- Unless indicated, these 
views arc the author's and may differ from those of Morgan Stanley 
research or others in the Firm. We do not represent this is accurate or 
complete and we may not update this. Past performance is not indicative 
of future returns. For additional information, research reports and 
important disclosures, contact me or see https://sccMre.ms.com . You 
should not use email to request, authorize or effect the purchase or 
sale of any security or instrument, to send transfer instructions, or to 
effect any other transactions. We cannot guarantee that any such 
requests received via email will be processed in a timely manner. This 
communication is solely for the addrcssec(s) and may contain 
confidential information. We do not waive confidentiality hy 
mistransmission. Contact me you do not wish to receive these 
communications. In the UK, this communication is directed in the UK to 
those persons who are market counterparties or intermediate customers 
(as defined in the UK Financial Services Authority's rules). 
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RE: MSFT 


1/18/2008 
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Here is an outline of the key points regarding a stock lending transaction as a way to increase the yield on your position in P 

- You would lend your shares to Morgan Stanley for a period to be decided (typically a month) 

- At maturity of the stock lending period, Morgan Stanley would pay you: 

1) n manufactured dividend equal to the dividends paid outr during the period net of fee witholding tax that you normally 
incur ie 85% of gitas dividends 

2) a slock lending fee equal to 6% of the gross dividends paid during the period 

As an example with a special dividend of usd2.Q and a regular quarterly dividend of usd0.20 declared on Dec 7 2004, going 
ex -dividend on dec 16 2004, 

- the manufactured dividend payable to you would be 12 times 85% * usd 1,87 per share 

- the stock lending fee payable to you would be : 12 x 6% = usd 0.132 per share 

We would recommend that you look at this potential transaction with your advisors to review the stock lending strategy from 
a legal and tax standpoint 

The next step would be to pul a Stock lending agreement in place (OSLA is the generic name and form for these agreements). 
For this , all we woudl need is the name and address of the shareholding entity holding (he P shares. 

Given that the stock "goes ex-div" on dec ember 16, 2004, Wednesday this week would be the very last time to implement 
this transaction. 

Best regards 
MS-038 

All the above terms are purely indicative and will need to be re fie shed prior to a transaction. 

MS-039 

Moujan Stanley & Co. International Limited 
25 Cabot Square, Canary Wharf 
London E14 4QA, UK 
FTmno; 

Reload i pmornan8tantev.com 


This is pot sn oHfcr (or toKettaticn of an offer) to buyAcB the ■Ktoitiot^nantmenB mentioned or in official confirmaboa. Morgan Stanley may deal 
as pnicipanii or own or act as mariem mate fcrsecaritKafiiuinmienn mentioned cmy advise tic assn. Tins may refer to a research 
analyaAttcaich report. Unlas t n d ir a lrri . Owe views in Itac author's and nay differ from those of Morgan Stanley research or others in Ihe Finn. 

We do not represent this is tccmalear complete rad we may jtotapdsffiihis. P*K performance is not indicative of future returns. For additional 
mfottnatiOB. research reports and onportani duclowtca. contact me or sec https://scttirejns.cpm. You should nm u* an*D to reqoest, aothomr or 
effect the purchase or sale of soy seewrity or mstnonent, to send transfer insmtetioas, octo effect any other traasafctiom. We cannot guarantee that 
any such reqoest* received vis email will be processed In s timely manner. Thu coramuacation is solely for the addressees) and may contain 
confidential bifamatioa. We do not waive ecnfidentiality by mtstrensntGStoa. Contact me Ifyxw do not wish to receive Iheae comnmnicatioRS- In 
fla UK, this c o aBo m ricatioc is directed in the UK to those persons who are maitat cogntcipartira or tatcreoedate customerc (as defined in the UK 
Financial Services Antborir/j rates). 


13/12/2004 
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From: Kunukkasseril, Xavier (EFS) 

Sent: Tuesday, March 01, 2005 10:38 AM 

To: Rivera, Sean (EFS); Patel, Rajeev (TED); Groom, Eric (EFS); McDougall, Ross (IED); Offei-Addo, 
Eric (I ED) 

Cc: Abruzzo, Craig (EFS); Johnson, Bruce (IED) 

Subject: RE: Levin Cayman osla 
Sean, 

Yes, as Rajeev mentioned, this activity is suspended until a couple of issues are sorted out t wit! follow up with 
you to give you an overview of Ihe outstanding issues. 

Thanks, 

Xavier 


From: Rivera, Sean (EFS) 

Sent: Tuesday, March 01, 2005 9:40 AM 

To: Patel, Rajeev (IED); Groom, Eric (EFS); McDougall, Ross (IED); Kunukkasseril, Xavier (EFS); Offei-Addo, Eric 
(IED) 

Subject: RE: Levin Cayman osia 
Eric f Xavier, 

1 know it's a big issue here, but would like to provide Levin with some color b/c he's looking for some US 
enhancements on his longs on MO (ex 3/11) and WWVY (ex 3/16) 

Sean 


From: Patel, Rajeev (IED) 

Sent: Tuesday, March 01, 2005 9:33 AM 
T : Groom, Eric (EFS); RJvera, Sean (EFS); McDougall, Ross (IED) 

Subject: RE: Levin Cayman osla 

we need to hold off on everything until we get firm clarification on what we can and cant do and what collat we 
can and cant give 


From: Groom, Eric (EFS) 

Sent: 01 March 2005 14:27 

T : Rivera, Sean (EF5); McDougall, Ross (IED); Patel, Rajeev (IED) 

Subject: RE: Levin Cayman osla 

Raj - Based on our conversations yesterday (re: Sowood), what are we going to be doing here w/rtt collateral ? 


From: Rivera, Sean (EFS) 

Sent: Tuesday, March 01, 2005 9:21 AM 

To: De Coninck, Dennis (IED); Groom, Eric (EFS) 

MS-INT 001962 


fiie://C;\Documents and Settings\7069\Local Seltings\Temp\RE Levin Cayman osla .htm 1/2/2008 
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Cc: McDougall, Ross (IED) 

Subject; RE: Levin Cayman osla 

Hey Dennis. 

Can we have an update here?. Client just called looking to trade some US names that are nearer record date, 
thanks. 


From: De Coninck, Dennis (IED) 

Sent; Wednesday, February 23, 2005 12:05 PM 
To: Groom, Eric (EFS) 

Cc McDougall, Ross (IED); Rivera, Sean (EFS) 

Subject: RE: Levin Cayman osla 

I'll have the agreement signed by Cayco overnight and by MS&CO tomorrow morning (Craig Abruzzo is in 
London), then e-mail signed version to the client. 


Original Message 

From: Groom, Eric (EFS) 

Sent 23 February 2005 17:03 
To: De Coninck, Dennis (IED) 

Cc: McDougall, Ross (IED); Rivera, Sean (EFS) 

Subject RE: Levin Cayman osla 

Signed and faxed back to below number. 

What is the next step? The client called today wanting an update. 

Thanks. 

-ecg. 


From: De Coninck, Dennis (IED) 

Sent Wednesday, February 23, 2005 10:52 AM 
To: Groom, Eric (EFS) 

Cc: McDougall, Ross (IED); Rivera, Sean (EFS) 
Subject FW: Levin Cayman osla 


Original Message 

From: De Coninck, Dennis (IED) 

Sent 23 February 2005 15:52 
To: McDougall, Ross (IED) 

Cc: Rivera, Sean (EFS) 

Subject RE: Levin Cayman osla 

We have atpeed a final form and l e-mailed a sign-off sheet to Eric for signature on 21 Feb. 

Eric, 

Can you sign the sign-off sheet and fax back to +44.20.7056,1405? 

MS-INT 001963 


file*7/C:\Document$ and Settings\7069\LocaI Settings\Temp\RE Levin Cayman osla .htm 1/2/2008 
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Thanks, 

Dennis 


Original Message 

From: McDougaH, Ross (IED) 
Sent 23 February 2005 15:49 
To: De Coninck, Dennis (IED) 

Cc: Rivera, Sean (EPS) 

Subject: Levin Cayman osla 

Dennis, can i get an update please 


Morgan Stanley 

Ross McDougaH 
Executive Director 


MS-1NT 001964 
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From: MS-0B4 (BSD) < Redacted @m organstani ey . com> 

Sent: Friday, December 7, 2007 6:46 AM 

To: MS-134 (IED)< Redacted@ms.com> 

Subject: FW: PB and IPB US Borrows 


From: MS-081 (IED) 

Sent: 25 October 2006 08:41 

To: =SMTP:fpgsourre@morganstantey.com; -SMTP:epm@morganstanley.com 

Cc: =SMTP; MS-161 @morganstanley.com; =SMTP: MS-218 @morganst3nley.com; 

=SMTP: MS-219 @ morganstaniey.com; MS-058 (EFS) 

Subject: FW: PB and IPB US Borrows 

As per Risk Management, we cannot borrow US assets from PB or IPB clients. We can do so from non PB or IPB dienls and are 
awaiting clarification with regard to dealing with managers who have multiple PB*s where the stock we are looking to borrow is held at 
another PB. 


From: Vekaria, Manish (IED) 

Sent: 25 October 2006 08:24 
T : iedgsp; fpgdiv; dldlv 

Cc: Vekaria, Manish (IED); Martins, Roy (IED); Heme, Nicholas (IED); Berke, Matt (IED) 

Subject: PB and IPB US Borrows 

URGENT AND IMPORTANT 

As discussed, we must STOP from borrowing PB and IPB US assets over dividend dates - with immediate effect, this transaction is not 
approved by Equity Risk Management 

if you have any questions, please feei free to have a chat with Roy or myself. 
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ATTORNEY-CLIENT PRIVILEGED DOCUMENT 
CONFIDENTIAL INTEROFFICE MEMORANDUM 


TO: JIM ROWEN, JULIAN SALE 

FROM: JULES GOODMAN AND ADRIENNE S. BROWNING, DB AMERICAS TAX DEPT. 

SUBJECT: SWAP TAX POLICY 
DATE: NOVEMBER 12, 2002 


Summary of Meeting on 10/18/02 

Jim Rowen, Julian Sale, Andrea Leung, Jules Goodman, and Adrienne Browning met at 3:00 p.m. to 
discuss the structured finance business conducted out of New York and the r dated US federal 
income tax risk related to this business. The discussion was based on a quantitative analysis 
completed by Nadeem Siddiqui (Controlling) on 9/23/02. The agenda for the meeting is attached. 

The following points were noted: 

5* The structured finance business globally transacts swaps with counterparties on many different 
types of securities. The business traded in New York is based primarily on US securities 
including common stock, convertible preferred, convertible debt, RICS, REITS, and partnership 

interests, as well as ADRs. US equities comprise only approximately % of the outstanding 

notional of the New York booked business. An estimate of average annual notional on US 
equity swaps for all clients for 2001 was $2.8billion, with approximately $2bfllion in notional with 
foreign persons (non-US) and $.8billion with US persons. Based on an estimated annual 
dividend yield of 2.6%, U.S. withholding tax at the maxim um rate of 30% on all manufactured 
dividends paid through swaps to foreign persons for this period, would be approximately $12.6 
million. 

> Trading patterns have historically involved DB and the counterparty crossing stock off-exchange 
at both the commencement and maturity of the swap , with the exception of several clients who 
request market executions either at commencement or at maturity, or both. The structured 
finance trading desk has not had sufficient staff to support large-scale market executions. This is 
changing. Recently, additional clients have requested market execution one or both ways. It is 
estimated that between 20-25% of all notional amounts currently traded in New York (across all 
undedying securities) involve market execution one or both ways. In addition, a new trading 
group, to be run by Steve Millet, has been authorized to support hedge fund market executions. 
It is anticipated that additional clients will be brought on by the EPS sales team for market 
executions around swaps, increasing substantially the notional* executed in the market as well as 
commission revenue for the firm. The analysis reveals that the trading patterns for swaps with 
foreign vs. US dients are similar. 

> The stated policy of the structured finance business in New York is that DB will not execute 
swaps around dividend dates. The policy has been to require clients to hold swap positions for a 
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minimum term of 30 days- We cannot force clients to maintain the positions For this period, but 
Strongly discourage early terminations. Nadeem’s analysis supports DB’s adherence to this 
poUcy, indicating an average lean of 157 days for long swaps and 110 days for short swaps on 
US equities. 

> The quantitative analysis was very difficult to perform because the current operational systems 
do not maintain the information in a format to support provision of this data. In addition, the 
transition fr o m ESS4 to ES55 has changed the way in which information is stored. Many 
aspects of this analysts had to be manually developed. 

Swap Trading- Going Forward 

The DB Americas Tax Department would like the structured finance business to continue to reduce 
its US withholding tax risk by increasing, as quickly and to the extent possible, the percentage of 
market executions around swap trading in US equities with foreign clients. In this regard, it is 
preferable to execute trades in the market both in and out of the swap. Where only one way market 
execution is possible, it is preferable to execute into the swap. 

The policy of trading for a minimum term should be modified to require a 45-day minimum t erm, 
increased from 30 days. The 45 day term, while not mandated by any statute or regulation relating to 
swaps, conforms to the period of time the IRS believes is necessary to hold foreign stock for foreign 
tax credit capture, and may provide an analogy for this business as welL 

On-going Documentation 

It is very important to secure accurate data to document the amount of risk assumed by the business 
on a going forward basis. To this end, we would like you to provide to us the following information 
on a semi-annual basis; 

1. The average notional of all xrvapj traded in New York, separated into foreign and US clients. 

2. The same breakdown of all swaps on US equities, itemized by client. 

3. The amount of dividends with record dates during the period, itemized per foreign client (one 
aggregate amount for US clients is fine). 

4. Identification of those clients that execute in the market, whether they execute one or both ways, 
and percentage of notional with at least one way market executions. 

5. Average term of swaps on US equities in ESS5 (based on individual transactions, not "basket"), 
for both US and foreign clients. 


Please let us know if you have any questions. 
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APPENDIX A 

Alternative Trading Patterns Under Discussion 


Step-in: Client has a FB account at another firm. It will direct that other firm to purchase x# shares 
for Client’s account during the trading day. At the end of the day, before the close. Client calls DB 
and asks whether DB wants to take over die Client's order. If so, DB calls the other firm and directs 
it to sell the stock to DB at the price originally traded for the Client DB settles against the other 
firm. Swap is struck at average acquisition price. 

Trading Along Side: Client calls DB at beginning of trading day, and informs DB that it will be 
acquiring stock through another firm during the trading day, x% of which it wants to bold in PB and 
y% in swap. DB calls the other firm at the beginning of the day, and informs it that DB will 
purchase y% of stock purchased for Client during that day. DB settles against other firm. 

Market on Close (listed Names): DB puts in an order to acquire shares MOC - almost no cost 
to us. Client, however, will most likely have two commission costs: the first to acquire at its PB 
account as it accumulates the position, and the second for the MOC sale. 

Market on Close (NASDAQ Names): DB puts in an order to acquire shares at the last 
independent dosing price after 4pm - almost no cost to us. Client, however, will most likely have 
two commission costs: the first to acquire at its PB account as it accumulates the position, and the 
second for the sale. In addition, because there is no mechanism to guarantee the dose on NASDAQ 
stocks, the client will be taking greater risk in the market. 

Securities Futures Contracts: New financial product on single stock or narrow-based indices or 
baskets. Futures trade on designated exchanges (currently OneChicago and NQLX), and settle 
against the rdated cl ea ri n ghouse. Further analysis will be done on derivative structures using SSFs. 


3 
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APPENDIX B 

Agenda for Discussion 


A. What is tha Equity Prime Services ("EPS") business? 

f . Swaps, stock lending, and prim© brokerage for US and int'I equities PLUS 
other securities- convertibles, hedge funds, REITS 

a. Booking centers- NY, London, Tokyo, HK, Sidney 

2. Why do clients enter into swaps 

a. Primarily leverage and Reg T 

b. Secondarily: tax related issues- dividends, tax credits (UK), 875/1446 
issues, FIRPTA, PF1C blocker trades 

3. Overall volumes and P&L for the global swap business 

a. Number of swaps, number of clients 

b. % volume in US equities 

c. % volume long vs. short 

B. Booking system 

1. ESS4toESS5: what are the differences? 

2. Status of Transilion 

C. Trading patterns 

1. How are swaps traded? (Interaction bx sales and trading) 

2. Why would a client trade the underlying stock in the market vs. cross 

a. Change In trading patterns- more execution in DBSI 

b. How this change is being affected 

c. Single stock futures project 

3. How does a cross work? How Is the pricing determined? 

4. Do all clients buy stock back after the swap ends? 

5. Average term: swaps vs. MAPS 

D. Information processing 

1 . What type of information can be obtained from current systems 

2. Prospective changes in IT 
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From: 

Wianecki, Kart. 

Sent:02/23/06 6:44 PM. 

To: 

Khodadadi, Aden; Chropuvka, Gary. 


Cc: 

Bcc: 


RE: Meeting with Deutsche Bank. 



Works for me 


Original Message 

From: Khodadadi, Aden 
Sent: Thursday, February 23, 2006 1:33 PM 
To: Chropuvka, Gary; Wianecki, Karl 
Subject: FW Meeting with Deutsche Bank 

Based on our outlook calendars, it looks like 1 :30pm next Tuesday is free for everyone. Does that time work 
for you guys? 

— Original Message 

From: scott.carter@db.com [mailto:scott.carter@db.com] 

Sent: Thursday, February 23, 2006 1:08 PM 

To: Chropuvka, Gary; Khodadadi, Aden; Wianecki, Karl 

Cc: scott.carter@db.com 

Subject: Meeting with Deutsche Bank 

Gary/Carl/Arlen, 

Are you all available next Tuesday 2/28 at 1 PM for a meeting to discuss securities lending in detail? 

Specifically: 

- Yield Enhancement 

- Response to Aden's email on rates in the current book 


Regards, 

Scott 

Scott Carter 
Director 

Global Prime Services 

Deutsche Bank Securities, Inc 

60 Wall Street 

New York, NY 10005 

(P) 212-250-4950 

(F) 212-797-7374 

scott.carter@db.com 


Confidential Proprietary Business Information 
The Goldman Sachs Group Inc. 

Produced Pursuant to : Senate Rule XXVI(5)(b){5) 
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DAVIBEN.LNDB@bloo 

mberg.net 

02/12/2007 04:40 PM 


To: SHAHCHI.LNDB@bloomberg.n9t 
cc: 

Subject: 


=====Begin Message— =" 

Message#: 306247 

Message Sent: 02/12/2007 11:40:41 

From: DAVIBEN.LNDB@bloomberg.net 1 BEN DAVIES | DEUTSCHE BANK AG, LO 1 1726 1 72791 
To: SHAHCHI.LNDB@bloomberg.net! CHIRAAG SHAH | DEUTSCHE BANK AG, L01 1726 | 115008 
Subject: 

mate - can you use NVS US for div? Thanks 
Reply: 

yep we can use it - do you need dates? 

Reply: 

CHECK WITH THE GUYS ON THIS... ITS A GDR SO A LITTLE 
DIFFERENT. . .ALSO CAN YOU GET ME THE PRU DATES PLEASE. CPTY 
GOING NUTS AT ME 
= s ==»= !s *End Message===== 


Permanent Subcommittee on Investigations 
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CORN MAR. LNDB@bio 
omberg.net 

03/12/2007 01:23 PM 


To: SHAHCHi.LNDB@bioomberg.net 
cc: 

Subject; 


=~“Be gin Me s s a ge===== 

Message#: 164659 

Message Sent: 03/12/2007 06:23:51 

From: CORNMAR. LNDB@bloomberg.net i MARTIN CORNELL! DEUTSCHE BANK AG, 

LO| 17261160513 

To: SHAHCHI.LNDB@bloomberg.net | CHIRAAG SHAH | DEUTSCHE BANK AG, LO j 1726 | 115008 
Subject: 

Hi Martin - I understand you spoke to Shane last week about 
some US stocks - MO and RAI - related to dividends. I am going 
to be trading these, and so I was wondering if the positions I 
see in I-delta is what I can trade? 

Reply: 

Hi - what do you mean by I-delta? 

Reply: 

ok sorry - its our system which shows stock quantities . do you 
want to trade 1,908,100 shares of MO US and 150,000 shares of 
RAI? We can give you 97.5% of the dividends on those names 
Reply: 

yes, thats the correct size, thanks mate 
ssssjsiassEnd Me a s age =====' 
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Simon Pearson To: Adrian Todd/db/dbcom@DBAPAC 

03/12/2007 06:20 PM Subject: Re: Travel DatesCj 

us mkt for div is traded out of London. I think Rich resigned last week but not 100% sure. Give me a call 
tomorrow to discuss your US ideas if you want. ..cheers 

Simon Pearson 


Inventory Management - Complex Equity _ iii(ii-ii— i— 

Office +44 207 547 — — — , = Redacted by the Permanent 

Subcommittee on Investigations 

Home — 

Fax +44 113 336 1598 
Deutsche Bank AG London 
Global Markets 
1 Great Winchester Street 
London EC2N 2EQ 

Adrian Todd/db/dbcom@DBAPAC 


Adrian 

Todd/db/dbcom@DBAPAC To Simon-GEF Pearson/DMGEQ/DMG UK/DeuBa@DBEMEA 

03/11/2007 09:52 PM 

Subject Travel Dates 


Chief 

Pm in NY on 19th & 20th and London 21st-23rd 

In NY - 1 intend to sit down w / Rich Kennedy to follow up on some Illiquid Equity trades we're doing, but 
also to talk about structures that I developed many years ago, which might be of interest. Do you get 
involved in the US mkt at all? 

Pencil in a slot for a catch up 

Todd 


Global Markets Equity - Structuring 

Tel: 

Mob: 
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Dividend Enhancement 

On Long Positions 


♦ !n general what does Dividend enhancement offer me? 

A Cayman Islands (or other offshore) domiciled Hedge Fund enjoys legal and administrative benefits 
associated with offshore incorporation. However, one downside to being domiciled in a jurisdiction that does 
not have an income tax treaty with the United States is that dividends on your U5 equity holdings are subject 
to a 30% withholding tax, which reduces the net yield of such holdings. Dividend enhancement provides 
incremental revenue to significantly mitigate this yield loss. 

♦ How do I get started? 

We will evaluate your long positions to determine enhancement potential. Please advise us of any positions 
held at other brokers or custodians and we will include those positions in our analysis. 

UBS will conduct a suitability review and processes internal approvals. 

Simultaneously, we will ask you to execute a Global Master Securities Lending Agreement (GMSLA) with UBS 
Cayman Ltd. We will also need to obtain from you an updated W-B tax form. 

♦ Once I'm signed up, what's next? 

We'll contact you in advance of each enhancement opportunity. We will confirm the number of shares and 
the value of the enhancement with you. The enhancement provides you with (a) a 'substitute dividend' 
equivalent to your original 70% entitlement, plus (b) a stock borrow fee that increases your total yield to 
85% or more. 

Example: 

200,000 shares Altria (MO); Dividend $0.73/qtr 

Without enhancement: 

Gross dividend; 200,000 x $0.73 = $1 46,000 
Withholding for Cayman holder (30%) = ($43,800) 

Net Dividend Received (70%) = $102,200 

With enhancement 

Gross dividend: 200,000 x $0.73 = $146,000 
Withholding for Cayman holder (30%) = ($43,800) 

Substitute Dividend Received (70%) = $102,200 
Stock Borrow Fee (20%) = $29,200 
All-in yield (90%) = $131,400 
Enhancement benefit: $29,200 (quarterly) 
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♦ How does the Stock Borrow work? 

There is an active market in borrowing and lending US securities. The borrower pays a fee to the lender for 
the use of stock for a period of time. UBS Cayman Ltd. (UBSC) borrows your stock (which it uses to facilitate 
the trading strategy of its clients) and pays you a stock borrow fee. While the stock is borrowed, UBSC 
provides cash equal to the stock's market value as collateral to you. You can invest this cash. The stock 
borrow fee that you receive (minus the rebate' paid by you on the cash collateral) enhances your investment 
yield. 


♦ Will this impact my trading or positions in any other way? 

in some cases, we may ask you to hold a position for up to 45 days but most trades are structured for a week 
or less. For the longer-term trades, the fund's Portfolio Manager may be consulted to confirm the intention 
to hold the shares for the longer period. We realize that in certain instances portfolios may unexpectedly sell 
shares that have committed to a term loan, and we can accommodate this, however in this event, 
restructuring costs may reduce the stock borrow fee. 


♦ What is a ‘substitute dividend' and implications to me? 

When your shares are loaned over a dividend record date, instead of receiving the actual dividend, UBS 
Cayman Ltd. pays you a dividend equivalent amount as a substitute dividend. When the beneficial owner of 
the loaned stock position is a non-U.S. resident, there is generally no difference between the receipt of actual 
or substitute dividend payments. If the offshore entity is a partnership with some U.S. resident partners, 
receipt of an actual dividend may be preferable to a substitute, depending on the value of the stock borrow 
fee (enhancement) and other factors such as holding period of the stock and whether the position is hedged. 


♦ Is lending my shares a taxable event? 

No. Stock loans are not recognized as taxable events as long as conditions set forth in I.R.C. § 1058 are met. 
These include an agreement for borrower to return identical securities, the payment of substitute dividends 
from borrower to lender, and no change in lender's exposure to market gain and loss as a result of entering 
into the lending transaction. UBS Cayman's enhancement transaction with you is structured to meet these 
requirements. 

As with all tax matters, you are strongly urged to consult with your own tax advisors with respect to any 
questions that you may have with respect to enhancement opportunities. 


U8S Securities U.C is a subsidiary of UBS AG.UBS Investment Bank is a business group of UBS AG. 
© 2005 UBS. AH rights reserved. 
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Dividend Enhancement 

On Short Positions 


♦ In general what does Short Dividend Enhancement offer me? 

When a fund is short over a stock's record date, it is generally obligated to pay a manufactured dividend to 
the stock lender in order to make such lender whole with respect to the dividend that it would have received 
had it not loaned the stock. Under current market convention where US stocks are typically borrowed from 
US lenders, the amount of such manufactured payment is equal to 100% of the actual dividend amount. 

The goal of short dividend enhancement is to reduce the manufactured dividend charge to an amount less 
than 100% of the dividend. 


♦ How do I get started? 

We will evaluate your short positions in order to determine enhancement potential. Please advise us of any 
short positions held at other brokers or custodians and we will also include those in our analysis. 

UBS conducts a suitability review and processes internal approvals. 

Simultaneously, we will ask you to execute a Global Master Securities Lending Agreement (GMSLA) with UBS 
Cayman Ltd. We will also need to obtain an updated W-8 tax form from you. 


♦ How does it work? 

Short sellers normally pay a manufactured dividend equal to 100% of the actual dividend because US lenders 
are entitled to receive 100% of the underlying dividend and therefore require 100% in order to be made 
whole. However, UBS Cayman Ltd. has access to shares owned by holders domiciled in countries that do not 
have an income tax treaty with the United States and therefore are not entitled to the full 100% of the 
dividend amount. UBS Cayman Ltd. lends these 'cheaper shares' directly into your account, taking back 
margin release cash as collateral. On record date, we record your account as flat (rather than short). Instead, 
you are borrowing the shares and will be charged a dividend charge of 70%. In addition, you will incur a 
stock loan fee. Together, these charges will reflect a savings of approximately 3 to 5% of the short dividend 
charge. The borrowed stock and cash collateral are returned after 4 to 5 days. 


♦ Once l‘m signed up, what's next? 

We'll contact you in advance of each enhancement opportunity in the event that shares are available from an 
off-shore lender to cover your position. 


U85 Securities U.C is a subsidiary of UBS AG.UBS Investment Bank is a business group of UBS AG. 
© 2005 UBS. AH rights reserved. 
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An example: 

Short 500,000 shares Merck (MRK); Dividend $0.38/qtr 

Without enhancement 

Dividend charge to short: 500,000 x $0.38 = $190,000 

With enhancement 

Stock Loan charge at 96% of dividend = $ 182,400 
Enhancement benefit: $7,600 (quarterly) 


♦ Are there any other requirements for successful short dividend enhancement? 

The short position needs to be maintained over record date. If the position is covered before that date, 
enhancement will not be possible. 


UBS Securities U.C is a subsidiary of UBS AG.UBS Investment Bank is a business group of UBS AG. 
© 200S UBS, Ail rights reserved. 
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Why offer Dividend Enhancement? 

It differentiates us from our competitors and provides an opportunity for us 
to speak with Hedge Funds. 

It’s profitable. Estimated 2005 P&L is $5 million. This amount should 
easily double next year after audited financials allow us to gather supply 
from external lenders. Currently, BGI, MLIM, JPM, SSB and others lend 
‘70%’ stock which we could borrow cheaply to enhance short positions. 

Often, Hedge Fund will move positions in and leave them with us to gain the 
enhancement. This increases balances. Conversely, they will move 
positions to competitors if we can’t offer enhancement. 

It wins us new / added business that can generate P&L in other firm ‘silos’. 
Some examples: 

-2003 Carlson begins year with $40 million in short balances. We begin long & short 
enhancing & their balance jumps to $1.2 billion by year-end. 

-2002 Highfields awards highly sought after PB mandate to CSFB yet we begin to 
enhance as a way to build a relationship. In early 2004, we are called in to pitch PB as a 
replacement for DB whom they intend to fire. Today’s short balance is $500+ million. 

-2005 Canyon Capital rejects adding another PB but is willing to develop a relationship. 
We begin long and short enhancing as well as fully paid borrows on bonds and equities. 
Confident this will lead to a PB mandate. 

-2005 SAC Capital similar to Canyon situation mentioned above. 

-2005 Principled begins enhancing and after becoming comfortable with our reports, 
agree to lend us fully paid securities. We immediately borrow $200 million of hard to 
borrow Calpine bonds for Prop and Hedge Funds to short 

-2004 Och Ziffbegins to actively enhance. Balances are up substantially. 
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Mail (Plain re*t. No Attachments) 

From: Sifvio. Anthony; 

To: Catherine Carr fccarr@pcm-os.com}', 

8cc: Catherine Carr [ccarr@pcm-us.comj: 

Subject: RE. Dividend Enhancement 

Received: Wednesday, September 01, 2004 1 1:04:53 AM 


Thank you. 

Original Message 

From: Catherine Carr [maiito:ccarr@pcm-ijs.com] 
Sent: Wednesday. SeptemberOI, 2004 11:05 AM 
To: Silvio. Anthony 
Subject: RE: Dividend Enhancement 


Morn my CFO is stilt looking at this to make sure there are no issues - 
I wilt let you know as soon as I can - thx 

— Original Message— 

From: Anthony.Silvio@ubs.com jmaiHo: Anthony. Silvio@ubs. com] 

Sent: Wednesday, September 01, 2004 11:01 AM 

To: Catherine Carr 

Subject: RE: Dividend Enhancement 

Catherine, 

Did you have any questions? 

Original Message 

From: Catherine Carr (mailto:ccarr@pcm-us.com) 

Sent: Monday. August 30, 2004 11:23 AM 

To: Silvio, Anthony 

Subject: RE: Dividend Enhancement 


Morn - 1 am pretty sure we wilt want to do this but would like to 
forward it on »o my CFO and also Gerry just to make sure they have no 
issues - thx will come back to you asap 

— Original Message — 

From: Anthony.Silvio@ubs.com {mailto:Anthony.Silvio@ubs.com] 

Sent: Mon 8/30/2004 11:15 AM 

To: Catherine Carr 

Cc, 

Subject: Dividend Enhancement 


As per our conversation Friday we would like 10 Sign your 

offshore accounts to a GMSLA agreement with our UBS Cayman entity so you 

can benefit from our enhanced dividend program. 

Here is a brief description of how it works. 

Long positions 

Currently you are entitled to 70% of any US dividend in the 
offshore account. With these agreements we would borrow your stock and 
lend it to a third party. By doing this we will be abie to enhance your 
dividend (85% on average). 

e.g. Expressway Partners is tong 144700 BAC. 

70% of the dividend comes out lo S4S.580. if we are able to find 
an offshore short we can enhance your dividend and additional 15% 
(S9.767.25) for each quarter you have the position. 


Short positions 


You are currently fiabfe for 100% of the dividend, tf we cover 

your short {lend you the shares) through the Cayman entity we can reduce 

your liability. (97% on average) 
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! Wg are currently providing this service lo a great number of our 
I clients. Please tel me know If you have any questions. 

| Regards. 


Anthony Silvio 
Direcior 

Global Equity Finance 
Telephone: 212*713-4310 
Facsimile: 212-713-2816 
Anthony.silvio@ubs.com 

This communication is issued by UBS AG or an affiliate ("UBS") 
by the 

Sales or Trading (Department to institutional investors only and 
is not 

research. It is for informational purposes and is not an 
official 

confirmation Df terms. It is not guaranteed as to accuracy, nor 
is it 

a complete statement of the financial products or markets 
referred to. 

Opinions expressed are subject to change without notice and may 
differ 

or be contrary to Ihe opinions or recommendations of UBS 
Investment 

Research or the opinions expressed by other business areas or 
; groups 

I of U8S as a result of using different assumptions and criteria. 

• UBS 

i may maintain long or shon positions in (he financial 
■ instruments 

: referred to and may transact in them as principal or agent, 
j Unless 

! stated specifically otherwise, Ihis is not a recommendation, 
offer or 

Solicitation to buy or sell and any prices or quotations 
contained 

herein are indicative only. UBS may provide investment banking 
and 

other services to. and/or its officers/employees may serve as 
directors of. the companies referred to in this material. To the 
extent permitted by law. UBS does not accept any liability 
arising 

from the use of this communication. For additional information, 
please contact your local sales or trading contact. 

Copyright 2004 UBS. All rights reserved. Intended for 
recipient 

only and not for further distribution without the consent of 
UBS 
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1. Request 


UBS !B Executive Committee requests the following facilities for UBS Cayman Ltd and UBS 
PW in nine. 


Type of Facility 
all in million 

Existing 

Limits 

Increase 

New 

Limit/Capitat 

Tenor 

Counter- 

party 

Unsecured, Uncommitted Money 
Market Line for UBS PW Int'l Inc. 


USD 170 
(CHF 

212.5} 

USD 170 
(CHF 2 12.5} 

ly 

UBS AG. 
Cayman 

Capital Injection for UBS Cayman 
Ltd. 

USD 40 

USD 160 

USD 200 


UBS PW 

Int't Inc 


2. Executive Summary 

UBS Hedge Fund Services (HFS) provides dividend enhancement to hedge fund clients 
through the entity, UBS Cayman Ltd. (UBSC}. To be competitive on price and service, UBSC 
must maintain relationships and adequate credit tines with lenders of stock. The better 
copitafization will address concerns of institutional clients with respect to credit quality and 
will allow expansion of its stock borrowing ond lending relationships to non-affiliate 
counterparts. 

The injection will yield US$ 8 million in direct revenues in yeor I plus give us a significant 
engine for growth of aur Prime Brokerage franchise. In contrast, as the capital injection will 
be 100% leveraged, from o Parent Bank (UBS AG) perspective, only the loan to UBS PW tnt’I 
Inc requires Regulatory Capital underpinning at 8% meaning a capital impact of $13.6 
million. On o Group consolidated basis the impact is zero. 


| 3. R easoning and Background ___ 

Ownership/Purpose of Subsidiary : 

UBS Cayman Ltd. is a wholly owned subsidiary of UBS PW Inf ’I Inc., which is wholly owned 
by UBS Americas Inc. UBS Americas Inc. is o wholly owned subsidiary of UBS AG. 

UBS Cayman Ltd. was formed in 1999 to facilitate long dividend enhancement for the 
firm's hedge fund clients, and in 2001 added short dividend enhancement services. 


Business Summary/Rationale 


The HFS business group (Hedge Fund Services) provides services for the Bank's hedge fund 
clients, including clearance, custody, financing, securities borrowing and lending, trade 
executions, reporting, and capilol introductions. Revenue is generated in the form of 
interest spreads, fees, and commissions. 

Many offshore clients are domiciled in the Coyman Islands. To attract, retain, and grow 
clients. HFS provides valued-added Services. Long dividend enhancement allows a client 
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to maximite net after lax dividend yield on long positions. Short dividend enhancement 
allows clients to minimize dividend and fee casts incurred on short positions. Our ability to 
provide these services is a key selling point for clients. Our success is dependent upon 
access to a strong market supply of borrowable. low cost stock. 

We currenlly borrow stock into Cayman via UBS affiliates in London and Zurich, incurring a 
15% tax withholding cost (due to UK and Switzerland treaties with the U.S.). UBSC can 
eliminate this cost and broaden its supply base by borrowing directly trom market 
counterparts. 

HFS has worked closely with Regional Tax. Group Treasury, Compliance, Legal, FCD, 
outside counsel and counterparts to find a solution to our business need. We vetted and 
rejected several alternatives, including a parental guarantee and/or use of affiliate 
intermediaries, none of which were acceptable from a tax, regulatory, ar bank policy 
standpoint. .. - - - 

Stock lenders have advised that UBSC's modest capitalization would result in small or no 
credit tines, or a request for greater over-colloleralizotion (possibly up to 120%) which 
carries (a) a direct capital charge, (b) increased credit risk to UBS and (c) incremental costs 
of borrowing. Some competitors (MS, Barclays. ING) have addressed this issue by providing 
a parental guarantee of their Cayman entity. As slated UBS Group policy is nol to give 
guoranlees (with very few exceptions made) this solution is nol available to UBSC due to 
other pre-existing business in the Cayman subsidiary which does not require a guarantee 
and UBS restrictive approach tor parental support. Hence a leveraged capital injection is 
the optimal route. 

Since lenders generally limit the number ot counterparts they sign, we need lo establish 
UBS relationships as soon as possible lo avoid being locked out ot key sources ot supply 


Revenue and Client penetration impact 


Besides supporting short dividend enhancements for clients, stock obtained can be put 
on swap with our proprietary desk which has similar demand. In addilion, we will sign up 
with other Cayman market borrowers to an lend excess stock ot a spread. 

Anticipated benefits include: 

-Year one incremental revenue of $8mm from short dividend enhancements and 
swap tacilitalion, (scalable upwards without further needed capital). 

-Significant factor in Support of HFS efforts lo attract, retain, and grow hedge fund 
clients. . [Example: Carlson Capital, a tier I bank client, had $40 million short balances wilh 
HFS when we offered this product lo them. Their balance is now over $1 billion). 

Initial targeted clients include Highbridge, Hightields, Andor, Canyon, Blue Ridge, & 
Lone Pine. 


Funding/Capitat Issues: 

UBS PW Int’l Inc will receive a loan of $1 70mm lo allow far interest lo be capitalized during 
the year until dividends are paid. UBS PW Int'ltnc. will injecl $t60mm os capital into UBS 
Cayman Ltd. Therefore UBS AG need only underpin the loan lo UBS PW IntT Inc wilh 8% 
($13.6 mm reg.capital). 


Page 3 oM 



712 


a(3 


As the capital will not be needed 16 fund business activities, funds will be invested back to 
UBS AG Cayman branch in the same tenor (rotted on a monthly basis) as the capital. 

On a Group level the capital injection is netted out upon consolidation. 

The $ 1 60mm infusion level provides adequate capita) (based on counterpart meetings and 
competitive knowledge) for needed credit extensions. UBSC's resulting $2Q0mm capital 
($40mm currently) is leveragable for lines across multiple market lenders. Any future profits 
wilt be paid as dividends annually to the parent in order to keep the capital level al 
$2Q0mm. Capital can be repatriated without negative lax or legal consequences. 


Bulk Risk Issues: 

The entity is exempt from the bulk risk calculation. 


REDACTED 


[ 4. Approvals 


J 


The facility is requested and supported by Richard Del Bello and Ian Slrafford-Taylor. 
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To: Members of fhe GEB 


UBSIB Executive Committee 
Contact: Jonathan Britton 


19 31 72258 


Confidential Treatment 
Requested 


UBS 000525 


Poge 1 of d 



714 



Confidential Treatment UBS 000526 

Requested 


1. Request 


UBS IB Executive Committee requests the following facilities for UBS Cayman Ltd and UBS 
PW Int'l Inc. 


Type of Facility 
all in million 

Existing 

Limits 

Increase 

New 

Limit/Capita! 

Tenor 

Counter- 
J22!lt!_ 

Unsecured, Uncommitted Money 
Market Line for UBS PW Int'l Inc. 


USD 170 
(CHF 

212.5) 

USD 170 
(CHF 212.5) 

iy 

UBS AG. 
Cayman 

Capital Injection for UBS Cayman 
Ud. (RXMC 12478) 

USD 40 

USD 160 

USD 200 


UBS PW 

Int'l tnc 


2. Executive Summary 

UBS Hedge Fund Services (HFS) provides dividend enhancement to hedge fund clients 
through the entity, UBS Cayman Ltd. (UBSC). To be competitive on price and service, UBSC 
must maintain relationships and adequa te credit lines with lenders of stock. The better 
capitalization will address concerns of institutional clients with respect to credit quality and 
will allow expansion of its stock borrowing and lending relationships to non-affiliate 
counterparts. 

The injection will yield US$ 8 million in direct revenues in year 1 plus give us a significant 
engine for growth of our Prime Brokerage franchise. In contrast, as the capital injection will 
be 1 00% leveraged, from a Parent Bank (UBS AG) perspective, only the loan to UBS PW Int'l 
Inc requires Regulatory Capital underpinning at 8% meaning a capital impact of $ 1 3.6 
million. On a Group consolidated basis the impact is zero. 


| 3. Reasoningand Background 


Ownership/Purpose of Subsidiary : 

UBS Cayman Ltd. is a wholly owned subsidiary of UBS PW Ini'l Inc., which is wholly owned 
by UBS Americas Inc. UBS Americas Inc. is a wholly owned subsidiary of UBS AG. 

UBS Cayman Ltd. was farmed in 1999 to facilitate long dividend enhancement for the 
firm's hedge fund clients, and in 2001 added short dividend enhancement services. 


Business Summarv/Rotionale 

The HFS business group (Hedge Fund Services) provides services lor the Bank's hedge fund 
clients, including clearance, custody, financing, securities borrowing and lending, trade 
executions, reporting, and capital introductions. Revenue is generated in the form of 
interest spreads, fees, and commissions. 

Many offshore clients are domiciled in the Cayman Islands. To attract, retain, and grow 
clients. HFS provides valued-added Services. Long dividend enhancement allows a client 
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to maximize net after tax dividend yietd on tong positions. Short dividend enhancement 
allows clients to minimize dividend and fee costs incurred on short positions. Our ability to 
provide these services is a key selling point for clients. Our success is dependent upon 
access to a strong market supply of borrowable. law cost stock. 

We currently borrow stock into Cayman via UBS aftiliotes in London and Zurich, incurring a 
15% tax withholding cost (due to UK and Switzerland treaties with the U.S.). UBSC can 
eliminate this cost and broaden its supply base by borrowing directly from market 
counterparts. 

HFS has worked closely with Regional Tax, Group Treasury, Compliance. Legal. FCD. 
outside counsel and counterparts to find a solution to our business need. We vetted and 
rejected several alternatives, including a parental guarantee and/or use of affiliote 
intermediaries, none of which were acceptable from a tax. regulatory, or bank policy 
standpoint. 


Stock lenders have advised that UBSC's modest capitalization would result in small or no 
credit tines, or a request for greater over-coitateralization (possibly up to 120%) which 
carries (a) a direct capital charge, (b) increased credit risk to UBS and (cj incremental costs 
of borrowing. Some competitors (MS. Barclays, IMG) have addressed this issue by providing 
a parental guarantee of their Cayman entity. As slated UBS Group policy is not to give 
guorantees (with very few exceptions made) this solution is not available to UBSC due to 
other pre-existing business in the Cayman subsidiary which does not require a guarantee 
and UBS restrictive approach for parental support. Hence a lever oged capital injection is 
the optimal route. 

Since lenders generally limit the number of counterparts they sign, we need to establish 
UBS relationships as soon as possible to avoid being locked out of key sources ol supply 

Revenue and Client penetration impact: 

Besides supporting short dividend enhancements tor clients, slock obtained can be put 
on swap with our proprietary desk which has similar demand. In addition, we will sign up 
with other Cayman market borrowers to on-lend excess stock at a spread. 

Anticipated benefits include: 

-Year one incremental revenue of $8mm from short dividend enhancements and 
swap facilitation, (scalable upwards without further needed capital). 

-Significant factor in support of HFS efforts to attract, retain, and grow hedge fund 
clients. . (Example: Carlson Capital, a tier 1 bank client, had $40 million short balances with 
HFS when we offered this product to them. Their bolance is now over $1 billion). 

Initial targeted clients include Highbridge. Highfields. Andor, Canyon. Blue Ridge. & 
Lone Pine. 

Funding/Capital Issues: 

UBS PW tnt'l Inc will receive a loon of $ 1 70mm to allow tor interest to be capitalized during 
Ihe year until dividends are paid. UBS PW lnt‘1 tnc. will inject $ 1 60mm as capital into UBS 
Cayman Ltd. Therefore UBS AG need only underpin the loan to UBS PW tnt'l tnc with 8% 
($13.6 mm reg.capital). 
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As the capital will not be needed to lund business activities, funds will be invested bock to 
UBS AG Cayman branch in the same tenor (rolled on a monthly basis) as the capital. 

On a Group level the capital injection is netted out upon consolidation. 

The $ 1 60mm infusion level provides adequate capital (based on counterpart meetings and 
competitive knowledge) for needed credit extensions. UBSC's resulting $2Q0mm capital 
($40mm currently) is leveragable for lines across multiple market tenders. Any future profits 
will be paid as dividends annually to the parent in order to keep the capital level at 
$ 200mm. Capital can be repatriated without negative tax or legal consequences. 


Bulk Risk Issues: 

The entity is exempt from the bulk risk calculation. 


REDACTED 


1 4, Approvals 


Z1 


the facility is requested and supported by Richard Del Bello and Ian Strafford-Taylor. 
Approvals, by the decisions af: 


Approval Group Treasury Dale: 3/10/04 ’* 

Approval IB EC Date: 3/2/04 

Approval IB CFO Dale: 2/16/04 

Group Treasury approves the proposal on condition that: 

t ) The capital increase af UBS Cayman Ud has absolutely no impact on the capital 
requirement at the level of UBS Americas Inc.; 

2) The funds will be invested to UBS AG Cayman branch; 

3) Any future profits will be poid as dividends annually to the parent, and only as long as 
the capital level of USD 200million is necessary to get sufficient credit lines from stock 
lenders to support the HFS business. 
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Sullivan & Cromwell llp 


August 17, 2007 

Via E-mail 

MEMORANDUM TO: Christopher St. Victor-de Pinho 
(UBS) 

FROM: Ronald E. Creamer 

RE: Withholding Tax On Substitute Dividend Payments 

You asked whether substitute dividend payments would be subject to US 
withholding tax in the case of payments made by a securities borrower to UBS Cayman 
Ltd. (“UBS Cayman”) and in the case of payments made by UBS Cayman to a securities 
lender, as further described below. 

Our views are based on the facts and assumptions set out below in this 
memorandum. They do not encompass any facts of which we are not currently aware. 
The tax consequences of the transactions could be altered by additional or different facts 
or assumptions. Our views are based on current law, and the tax consequences of the 
transactions could be affected by future changes in law. In any case, you should be aware 
that our views are not binding on the Internal Revenue Service (“IRS”) or the courts, and 
we do not represent or warrant that the IRS or the courts will agree with our views. The 
advice in this memorandum is limited to the one or more U.S. federal income tax issues 
addressed herein and additional issues may exist that could affect the U.S. federal income 
tax treatment of the transactions that are the subject of this advice. This advice does not 
consider or provide a conclusion with respect to any issues not specifically addressed 
herein. 

I Permanent Subcommittee on Investigations 
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Facts 

UBS Cayman is a Cayman Island entity classified for US tax purposes as a 
corporation. UBS Cayman borrows voting shares of publicly-traded U.S. corporations 
from unrelated persons who we assume for purposes of conservatism are non-U.S. 
persons ineligible for the benefits of a tax treaty that reduces withholding tax on 
dividends (and in the case of lenders that are partnerships for U.S. tax purposes, the 
partners of which are such treaty ineligible non-U.S. persons) or from UBS Zurich, a 
Swiss branch of UBS AG (“UBS Zurich”), and lends those shares to unrelated non-U.S. 
persons ineligible for the benefits of a tax treaty that reduces withholding tax on 
dividends (and in the case of borrowers that are partnerships for U.S. tax purposes, the 
partners of which are such treaty ineligible non-U.S. persons). The ultimate borrowers 
have borrowed the securities in order to deliver them against a short position or to replace 
the borrow for an existing short position. 

Currently UBS Cayman conducts its activities by means of employees 
located in the United States that are also employees of UBS Securities LLC. You have 
represented to us for purposes of this advice that dual employees observe proper 
formalities as to their actions on behalf of their respective employers. It is proposed that 
in the future UBS Cayman conduct its activities by means of entering into a written 
agreement with arm’s length terms appointing UBS Securities LLC as its agent to 
effectuate its activities. The proposed agency agreement will be terminable by UBS 
Cayman for any reason upon 60 days’ notice, and UBS Cayman’s officers and employees 
located outside the United States (who will not also be employees of UBS Securities 
LLC) (i) will be legally authorized to oversee, and practically capable of overseeing, the 
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agency agreement and (ii) will have and exercise the right and practical ability to reject 
trades. UBS Cayman will be legally and regulatorily capable of acting as principal, and 
UBS Securities LLC will be legally and regulatorily capable of acting as agent, under the 
agency agreement. UBS Cayman will keep separate accounts, will have a reasonable 
expectation of earning a pre-tax profit by reason of earning a positive arbitrage/financing 
spread on the transactions, and will reinvest its capital in third-party assets. The 
securities lender wishes to lend to UBS Cayman in order to (i) leverage its exposure to 
the underlying securities and (ii) exchange its investment in the physical securities for a 
synthetic investment which is not subject to US withholding tax. The securities borrower 
wishes to borrow from UBS Cayman in oirder to maintain a short position at the cheapest 
rate. 

We have advised you in a separate memorandum of even date herewith 
that, for US federal income tax purposes, UBS Cayman should be respected as an entity 
separate from UBS Securities LLC and should be respected as undertaking its activities 
as principal, and we so assume for purposes of this memorandum. 

Legal Analysis 

Under the relevant Treasury regulations, substitute dividend payments 
made in a securities lending transaction in respect of a dividend paid by a US corporation 
are for withholding tax purposes US source income. 1 As a consequence the substitute 
dividends are subject to withholding at a 30% rate except to the extent provided by a tax 
treaty. 


Regs. §1.861-3(a)(6). 
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In order to avoiding possible over withholding under the regulations, the 
IRS announced in Notice 97-66 that the US withholding tax on a substitute dividend 
payment received by a lender should be calculated by determining the excess, if any, of 
(1) the rate of US withholding tax due on a notional dividend paid directly to the lender 
over (2) the rate of US withholding tax due on a notional dividend paid directly to the 
borrower and then applying the rate differential to the amount of the dividend. 2 The 
focus of the Notice is on whether the borrower would otherwise reduce the US tax that 
would have been imposed on the lender’s receipt of an actual dividend. 

In the case of substitute dividend payments made by the borrower to UBS 
Cayman, there would be no withholding tax under the Notice - that is, there would be no 
excess of the 30% withholding tax that would be due on a notional dividend paid directly 
to UBS Cayman over the 30% withholding tax that would be due on a notional dividend 
paid directly to the borrower. 

In the case of substitute dividend payments made by UBS Cayman to the 
lender, there would likewise be no excess, since the rate of withholding tax on a notional 
dividend paid directly to UBS Cayman would be 30% and the rate of withholding tax on 
a notional dividend paid directly to any lender could not be higher. 

This is the appropriate application of Notice 97-66, notwithstanding that 
the ultimate borrower disposes of the security and is therefore not subject to withholding 
on the actual dividend. It is clear under the Notice that there does not need to be any 
withholding tax on the actual dividend in order to invoke the rules limiting cascading 
substitute dividend withholding. We note, moreover, that the United States will have 


Section 3 of Notice 97-66, 1997-2 C.B. 328. 

- 4 - 
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taxing jurisdiction over one actual dividend (in the hands of the ultimate purchaser), and 
the foregoing-rules simply prevent greater tax by reason of the securities lending 
arrangements. 


cc: Willard B. Taylor 


R.E.C. 


NY12S29:4025S8S 
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From: Duval-Major, Jacqueline (London) <Jacqueline_Duval-Major@ml.com> 

Sent: Thursday, July 22, 2004 3 :48 PM (GMT) 

To: Garcia-Peri, Cristina (London) <cristina_garcia-peri@ml.com>; Fairbaim, Glen 

(London) <glen_fairbaim@ml.com> 

Subject: FW. Microsoft dividend 


Original Message 

From: Duval-Major, Jacqueline (London) 

Sent: 22 July 2004 16:28 

To: Visone, Thomas (Global Tax - New York); Sherdalman, Ellssa (Global Tax - New York); Gaffney, Mike (Global Tax - New York) 
Cc; Gut, Erica (Global Tax - London); Kleinman, Larry (Global Tax - New York); Limoges, Isabelle (Montreal); Cipriano, Paul 


Subject: RE: Microsoft dividend 

Tom: This is exactly what I had in mind - a synthetic long structure for non-US holders to get as dose to 100% of that 
dividend value: Put/cal! combo (or-as you mentioned in art earlieremail; total rate of return swap). Itmakes sense as well 
what you say about pushing up against our trading limits on exchange traded contracts (and I agree with you that there is 
more comfort on the repo recharacterization analysis there, as you face the exchange as counterparty) 

It will be hard to source from mutual funds and others entitled to the US favourable dividend rate for the exact reason you 
cite — they will call their shares back over dividend (unless our normal systems reimburse them). The more likely place to 
try to source the shares would be from non-US holders (again, synthetically: e.g. sale versus a derivative). 

Maybe we could ameliorate your concerns re recharacterization as a repo with an OTC by making sure that either the 
sale or any potential purchase at the close of our derivative position to unwind the hedge (or both) are not done directly 
with a client, but rather from a broker. Also, I firmly believe that when ML has synthetic in and sythetic out (your example 
below on the short collar), it is hard to show a repo. Hedging a swap with a swap, e.g., should bring some comfort. 

I will contact Paul directly as well. 

— Original Message — 

From: Visone, Thomas (Global Tax - New York) 

Sent: 22 July 2004 15:53 

To: Ouval-Major, Jacqueline (London); Visone, Thomas (Global Tax - New York); Shendalman, Elissa (Global Tax - New York); Gaffney, Mike (Global 
Tax -New York) 


Cc: Gut, Erica (Global Tax - London); Klelnman, Larry (C3obal Tax - New York); Limoges, Isabelle (Montreal); Cipriano, Paul 

Subject: RE: Microsoft dividend 

Jackie: 

I also just heard that there is extreme interest in foreign holders replacing their long physical position with a put/call 
combo. The exchange traded options will automatically lower their strikes by $3 (as well as the $.08 quarterly 
dividend) when the stock goes ex. The options exchange is pricing 100% of the dividend into the option, so the 
foreign holders have the incentive to do a "conversion transaction" whereby they sell their stock to the specialist 
and simultaneously replace It with a put/call synthetic, say strike around $30. Embedded financing rate L+50. 
Therefore, by holding options where the strikes automatically drop by 100% of the dividend, foreign holders can 
receive 100% of the dividend through the options. 

I was told that ML will ultimately push up against our position limits on exchange traded options. That means that 
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we wouid have an interest in doing an OTC structure priced exactly like the exchange traded options. At the same 
time, stock that has been loaned by mutual funds, margin accounts, etc. to ML to enable us to hedge short collar 
positions for insiders of MSFT wil! likely get called around the dividend date because the stock lenders will want the 
favorable rate. ML may therefore get squeezed around that time. 

Normally, we are concerned where a customer (i) sells stock to ML; (ii) at the same time faces ML on an OTC TRS 
or forward or put/cait combo; and (fit) gets the stock back at the end, either via physical settlement or a cross out or 
what have you. I am not that concerned where the options are exchange traded because ML is technically not the 
counterparty and we could close out our position through offset on the exchange while our customer still has his 
options with OCC. However, OTC options don't have that argument available, thus may be a repo, thus there may 
be withholding tax. It has been pointed out, however, that ML currently is short 19mm physical shares as hedges 
against short collars done with insidere. Those stock loans will likely get called in November. Therefore, these 
put/cali combos will not be hedged with physical stock - it will have been returned to the stock lenders - but instead, 
up to 1 9mm shares, our position will be purely synthetic: long collars to insiders, short put/cali combos to 
foreigners. A natural synthetic hedge. Is it a repo to the foreigners where ML no longer holds the physical 
shares? Maybe not. Also, I think that the feet that our options will exactly track exchange traded options is helpful. 

What do you think? 

Also, I know that Canadian pension funds and charities are exempt from withholding tax in the US. Maybe there's 
something we can do with that. 

Thanks 

Tom 


Original Message — 

From: Duval-Major, Jacqueline (London) 

Sant: Thursday, July 22, 2004 9:55 AM 

To: Visone, Thomas (Global Tax - New York); Shendalman, Elissa (Global Tax - New York); Gaffney. Mike (Global Tax - New York) 


Cc: Gut, Erica (Global Tax - London); Kteinman. Larry (Global Tax - New York); Limoges, Isabelle (Montreal) 

Subject: RE: Microsoft dividend 

I was involved in initial structuring/advice on the Morgan Stanley structure (was this something like MS 
Equity Capital Cayman?), but when I left lost track of what they did with the entity. I would assume that you 
are completely right on request to use the ML entity, although it may also have been a way for the trading 
desk to get around volume limits/total tax credit exposure limits imposed by the tax department on the use of 
that entity (complete speculation). 

All you other ideas are well worth talking about - let me have a little think about them, and then let’s sit 
down in NY? 

Thanks! 

Jacquie 

Original Message 

From: Visone, Thomas (Global Tax - New York) 

Sent: 22 July 2004 14:47 

To: Duval-Major, Jacqueline (London); Shendalman, Elissa (Global Tax - New York); Gaffney, Mike (Global Tax - New York) 


Cc: Gut, Erica (Global Tax - London); Visone, Thomas (Global Tax - New York); Kleinman, Larry (Global Tax - New York); Limoges, 
Isabelle (Montreal) 


Subject: RE: Microsoft dividend 
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We had in place a 97-66 structure out of our SNCFE-Hong Kong entity, as it related to our 
Luxembourg SICAV funds. This structure was put on hold because the systems infrastructure 
supporting the trade did not work as anticipated. We also know that Morgan Stanley had a 97-66 
facility for a couple of years, and our 97-66 thing was an internal response to that. Subsequent to our 
97-66 trade, i heard that Morgan Stanley was asking ML to be on the "other side" of a trade, meaning 
that they would have paid us a fee to interpose our SNCFE entity in a stock loan, which could have 
indicated that they had a level of discomfort as to their level of exposure on the issue. Maybe not, but 
I had a hand time figuring out why else they would have made the proposal. I also heard that the IRS 
is looking into this issue as part of the single stock futures project and there is some concern that 
whatever rules they devise as part of that could adversely impact the 97-66 trades. 

Other thoughts - 

(1) Someone who owns MSFT could be in a position to incur an ordinary dividend - not qualifying for 
capital gains rate (1059, bad hedge, short holding period) - and a capital loss when the price of the 
stock drops ex-div. Maybe there's something we can do about that. 

(2) Typical total return swaps or collars to avoid w/h tax. 

(3) I'm wondering if there are DRD structures we can put together. 

(4) MSFT is 25% of our Software HOLDRs product. Maybe we can do something with that 

I also got a call from Isabelle Limoges in Canada re: MSFT. We should call her and see what she’s 
thinking about. 


-—•Original Message— 

From: Duval- Major, Jacqueline (London) 

Sent: Thursday, July 22.2004 9:20 AM 

To: Shendalman. Elissa (Global Tax - New York); Gaffney, Mike (Global Tax - New York) 

Cc: Gut, Erica (Global Tax - London); Visone, Thomas (Global Tax - New York); Klein man, Larry (Global Tax - Now York) 


Subject: RE: Microsoft dividend 

Thanks for that - 1 will speak to Tom and Larry in due course. In any case, it will give us 
something to talk about while I am in NY 4-6 August! 

Regards 

Jacquie 

Original Message 

From: Shendalman, Elissa (Global Tax - New York) 

Sent; 22 July 2004 13:57 

To: Ouval-Major, Jacqueline (London); Shendalman, Elissa (Global Tax - New York); Gaffney, Mike (Global Tax - 
New York) 

Cc: Gut, Erica (Global Tax - London); Visone, Thomas (Global Tax - New York); Kleinman, Larry (Global Tax - 
New York) 

Subject: RE: Microsoft dividend 

Jacquie- 1 forwarded this to Tom Visone yesterday. I don't know if he's called you. 

Tom and Larry have been one's working on 97-66 stuff so you should speak with one of 
them. Tom is in today but out tomorrow. Larry is out this week. I think both of them are 
around next week. If you set up a time to speak with them please invite me, I'd like to 
listen in. 
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Regards, 

Elissa 


Original Message- — 

From: Duval-Major, Jacqueline (London) [S MTP: J a cq ue li ne_Du val-M ajo r@ rrt ,co m] 

Sent: Wednesday, July 21. 2004 9:09 AM 

To: Shendalman, EUssa (Global Tax - New York); Gaffney, Mike (Global Tax - New York) 
Cc: Gut, Erica (Global Tax - London) 

Subject: Microsoft dividend 

Elissa/Mike 


Okay, so we always use Microsoft as the "no dividend" example in tax scenarios, 
and now that will have to stop! But $32 billion dollars in dividends is a lot of 
dividends, and we should discuss whether there is value to be had. 

I have put a meeting in on Friday with Erica and her team to discuss what we can 
and can't do with US dividends. Of course, any US tax suffered in MU would be 
a cost as not creditable in the US, so I will assume that away. We will obviously 
need to discuss generally the Firm's position on 97-66 and took at derivative 
solutions: ' 

Would either of you like to be at that initial meeting (in which case I will change 
the time) or maybe we can have this preliminary one with the London team (and 
then we can follow up when I am in NY in a couple of weeks). 

We have a little time here - Record date 17 November, pay 2 December. We 
are asking the trading side about supply levels and costs. 

Any thoughts gladly appreciated. 


Kind regards 
Jacquie 


Jacqueline Duval-Major 
EMEA Corporate Equity Derivatives 
Merrill Lynch International 
Tel +44 20 7996 1753 


Mob: | 

jacquelne_duval-major@ml.com 


- = Redacted by the Permanent 
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From: Brock, Lee (London) <iee_brock@ml.com> 

Sent: Wednesday, September 1, 2004 4:40 PM (GMT) 

To: Cipriano, Paul <p_cipriano@ml.com> 

Subject: FW: microsoft 


Paul, 

Quick question. 

Have Tax signed off on the Swaps? Seems to be some confusion. 

Thanks 

Lee 


— Original Message — 

From; Gehrhe. Tobias (London) 

Sent; Wednesday, September 01 , 2004 12:47 PM 
To: Duval-Major, Jacqueline (CM&F EMEA) 

Ce: Brock, Lee (London); Clark, David (Converts/Derivs); Stuerm, Albert (London) 

Subject: RE: microsoft 

Jacqueline, 

According to Paul tax and legal have given their sign-off on the swaps trades outlined below. Paul is still waiting 
for sign-off on a number of other structures. 

Tobias 


— Original Message — 

From: Duval-Major, Jacqueline (CM&F EMEA) 

Sent; Wednesday. September 01, 2004 11:30 AM 
To: Gehrke, Tobias (London) 

Cc: Brock, Lee (London); Clark, David (Converts/Derivs); Stuerm, Albert (London) 

Subject: RE: microsoft 

Tobias 

Are you sure that tax and legal have signed off on these? When we spoke to them a couple of days ago, 
we were pushing on the swaps, but they were still not clearly comfortable, and I brought up the UFFE 
futures, which they had not considered yet. Just want to make sure we all have the same message - it is 
the exchange traded options and the exchange traded flex options they seemed most comfortable with. 

Paul was going to synopsize for tax the various trades - and then they were going to do a more final 
review. I have sent Paul a separate email to make sure he has gotten final sign off- it is best to be sure. 
We explained to them that time was of the essence 

Thanks 
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Jacquie 

— Original Message — 

From: Gehrke, Tobias (London) 

Sent 01 September 20CH 11:06 

To: Brock, Lee (London); Duval-Major, Jacqueline (CM&F EMEA); dark, David (Converts/ Deri vs); Stuerm, Albert (London); 
^London Futures Sales 


Subject: microsoft 

Beiow is an email from Paul Cipriano that outlines the 2 structures (both are total return swaps) that 
have been approved by tax and legal. We are still awaiting feedback from tax and legal on a 
number of different structures including LIFFE single stock futures. 

We wili create a presentation asap and look to setup a road show to visit clients in the near future. 
Tobias 

— Original Message — 

From: Cipriano, Paul 

Sent: Tuesday, August 31, 2004 6:16 PM 

To: Gehrke, Tobias (London) 

Subject: RE: microsoft 


Tobias, 

I've attached two term sheets. 

One covers a 1-mth trade where the client pays Libor flat financing and receives a discounted 
portion of the dividend (98.5%). The VWAP execution on our end is guaranteed with $0.00 
commissions, if the client wishes to reacquire his shares he may do so by obtaining a VWAP 
guarantee to buy stock from another broker. This would probably add $0.01 to $0.02 per share to 
the cost of the trade. 

The other covers a more open-ended maturity (minimum = 1 mth / maximum = 1 yr) where the client 
pays a Libor + 30 bps financing rate and receives 100% of the dividend. This trade charges a 
commission of $0.04 per share. If you work out the math the economics are roughly the same if the 
trade is on for 1 month. 

If you would like an "all-in" quote as a percentage of the dividend for a time period of more than one 
month (i.e. today through the div payout) we can price that up as well. We can also offer the same 
economics for a counterparty who would prefer to trade a cash-settled OTC put/call combination 
instead of a swap. We are awaiting news from tax/legal to see if we can offer a different settlement 
method as well as single stock futures structures. I will certainly keep you in the loop as I get 
information. 

Let me know what you think. 

Regards, 

Paul « File: MSFT TRS 30 day (VWAP) LF 0comm.doc » « File: MSFT TRS lyr (VWAP) 30bps 
100%.doc » 


— Original Message- 
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From: Gehrke, Tobias (London) 

Sent Tuesday, August 31. 2004 12:15 PM 
To: Cipriano, Paul 
Subject: RE: microsoft 

Paui, 

Can you send me the term sheets for the total return swaps? 
Thx. 

Tobias 


— Original Message — 

From: Cipriano. Paul 

Sent: Tuesday, August 31. 2004 12:14 PM 

To: Gehrke, Tobias (London); Duval-Major, Jacqueline (CM&F EMEA) 

Cc: Clark, David (Converts/Derivs); Stuerm, Albert (London); Kleinman, Lany (Global Tax - New York); Visone, 
Thomas (Global Tax - New York) 

Subject: RE: microsoft 

Tobias, 

I have proposed the LIFFE futures to our internal Tax dept in the US. I am awaiting 
their reply. I am free for a call whenever you are ready. 

Paul 


— Original Message — 

From: Gehrke, Tobias (London) 

Sent: Tuesday. August 31 , 2004 2:37 AM 
To: Duval-Major, Jacqueline (CM&F EMEA) 

Cc: Cipriano. Paul; Clark, David (Converts/Derivs); Stuerm, Albert (London) 

Subject: RE: microsoft 

Can we meet today to discuss game plan and timing. Our competitors are out 
there with products and we need to get ours out there asap! 

With regards to exchange traded contracts are we ok to trade the LIFFE 
futures? 

Tobias 


— Original Message — 

From: Duval-Major, Jacqueline (CM&F EMEA) 
Sent: Friday, August 27, 2004 4:30 PM 
To: Gehrke. Tobias (London) 

Cc: Cipriano, Paul 
Subject: microsoft 
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Tobias 

Can you speak to Paul Cipriano of the US swaps desk about Microsoft - 
after our follow up phone call with tax dept today related to various ways 
our clients are going to expect to see yield enhancement trades on 
MSFT - it looks like they are pushing to keep within the exchange traded 
options and exchange traded flex-options world - 1 am sure you are 
more familiar with this than 1 am - in any case, we have been trying to 
point out that OTC contracts, including swaps and options, are going to 
be what many of our European and US clients are familiar with. They are 
not happy with a zero strike physically settled warrant, and we should 
talk about alternatives to this. 

In any case, Paul is writing up (again) a list of the trades proposed and 
the advantages/disadvatages of each, with the view to get Tax dept 
guidelines asap. if you would not mind, it would be great to have your 
input there as well, to ensure we are presenting the full complement of 
trades was are expecting. 

Thanks! 

jac 

Jacqueline Duval-Major 

EMEA Corporate Equity Derivatives 

Merrill Lynch International 

Tel +4 4 20 7996 1753 

Mob: 

jacqueli n e_d u val-m ajor@m I . com 
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From: Bamping, Graham (MLIM) <graham_bamping@ml.com> 

Sent: Wednesday, October 27, 2004 8:05 AM (GMT) 

To: Tombs, Matt (Global Tax-London) <matt_tombs@ml.com> 

Cc: Miller, Andrew (London) < an drew_miller@ml.com>; Doherty, Philip (MLIM) 

<philip_doherty@ml.com>; Lovell, John (MLIM) <john_lovetl@ml.com>; Whiteley, 
Simon (MLIM) <simon_whiteley@ml.com>; Martin, Trevor (Global Tax - London) 
<trevor_martin@ml. com>; Stevens, Nigel (Global Tax - London) 
<nigel_stevens@ml.com>; Church, Carl (Global Tax - London) 
<carl_church@ml.com>; Kleinman, Larry (Global Tax - New York) 
<lany_kleinman@ml.com>; Whiteley, Simon (MLIM) <simon_whiteley@ml.com>; 
Ironmonger, Kevin (MLIM) <kevin_ironmonger@ml.com> 

Subject: RE: Microsoft Trade yesterday 


Matt, 

As discussed this morning, we need to be aware that there could be a need to unwind the derivative position should our 
fundamental view on Microsoft change. Would this bring with it any additional tax issues? 

Regards, 

Graham; 

—Original Message 

From: Tombs, Matt (Global Tax-London) 

Sent: 27 October 2004 08:57 
To: Bamping, Graham (MliM) 

Subject: FW: Microsoft Trade yesterday 

FYI 


Original Message 

From: Tombs, Matt (Global Tax-London) 

Sent: 27 October 2004 08:41 

To: Miller, Andrew (London); Doherty, Philip (MLIM); Lovell, John (MUM); Whiteley, Simon (MLIM); Martin, Trevor (Global Tax - London); Stevens, 
Nigel (Global Tax - London); Church, Cart (Global Tax - London); Kleinman, Larry (Global Tax - New York) 

Subject: RE: Microsoft Trade yesterday 

Thanks Andrew 

Carl - can we discuss when you have a sec please. Not sure if this Is an exact replica of what you guys have done 
and so is a no brainer or whether we need a call of Interested parties? 

Regards 

Matt 


Original Message — 

From: Miller, Andrew (London) 

Sent: 27 October 2004 08:28 

To: Doherty, Philip (MUM); Lovell, John (MUM); Whiteley, Simon (MUM); Tombs, Matt (Global Tax-London) 

Subject: FW: Microsoft Trade yesterday 

Please find attached mechanics of the trade. As it involves exchange listed options there is no term sheet or 
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legal documentation as such. This is our only internally recommended listed trade, but clearly you have to 
be comfortable yourselves from a tax angle before you proceed. 

Original Message 

From: Miller, Andrew (London) 

Sent: 07 October 2004 08:57 
T oi +Equ ity Con ve rtible/Deri va ti ve Sales 
Subject: Microsoft Trade yesterday 

Mechanics of the trade: 

There is a $3 special dividend and also a $0.08 ordinary quarterly dividend, both of which go XD Nov 17th. 
Client sells MSFT common stock. 

Clients buys a European Style Flex Option Call on MSFT 
Clients sells a European Style Flex option Put on MSFT 

(Cail strike and Put strike are identical, giving synthetic performance of MSFT stock). 

The price of the option synthetic is determined using 100% of both dividends. 

The fees/commissions for the transaction will be 6 cents per share ($3 per option contract). 

The beauty of the trade is that the option strike is lowered by $3 on the XD date, thereby giving 100% of the 
special dividend. 

Also it is physically settled, so no unwind trade is necessary (the long' calf is either exercised or the short put 
assigned). 

There is a small pin risk associated with the trade, in that at expiry there is a small chance the stock expires 
on the strike. If this looks likely, we would recommend an unwind close to expiry. 

Beiow is a theoretical cash flow comparison for 1 million shares using an ATM synthetic: 

Assumptions: 

Share price is constant throughout period. 

Client is an income tax treaty based holder with a US dividend withholding rate of 1 5% (non-treaty holders 
face 30% withholding tax) 

1. Holding 1m MSFT common stock (price $27.65) 

Dividends received: 

$3.00 x 85% » $2.55 $2,550,000 

$0.08 x 85% = $0,068 $68,000 


$2,618,000 A 

100% of both dividends $3,080,000 

Tax Paid (15% withholding) ($462,000) 


$2,618,000 

2. Selling 1m MSFT common stock & Buying 1m synthetics. 
Sell 1 m MSFT @ $27.65 $27,650,000 

Estimated interest on cash on deposit for 74 days $1 10,000 
Pay $0.03 for $27.65 strike synthetic ($30,000) 

Option commissions of $0.06 per share ($60,000) 


$27,670,000 B 

At expiry Buy 1 m MSFT @ $24.65 $24,650,000 C 
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($3.00 drop in strike price) 

Net Position B -C $3,020,000 D 

Net benefit / Pick up D-A $402,000 ($0,402 per share or 145 bps) 

Dividends received effectively: 

$3.00 X 98% = $2.94 $2,940,000 

$0.08 x 1 00%= $0.08 $80,000 


$3,020,000 

The fees of 6 cents per share (or $3 per option) equate to 2% of the special dividend. Therefore the client 
receives 100% gross of the dividend through the trade, or 98% net after costs. 
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From: Duval-Major, Jacqueline (London) < Jacquel ineDuv al -Maj or@mf . com> 

Sent: Wednesday, October 27, 2004 10:44 AM (GMT) 

To: +CCMF (EMEA) <CCMF@exchange.uk.ml.com>; +EBK (EMEA-Officers) 

<IBKEMEA-Officers@exchange.uk. ml com>; +ECMEMEA - Originators 
<+ECMEMEA-Originators@exchange.uk.ml.com>; +IBK Country Heads (IBK EMEA) 
<ffiKCountiyHeads@exchange.uk. ml. com>; +IBK Industry Heads (IBK EMEA) 
<IBKIndustryHeadsIBKEMEA@exchange.uk.ml.com> 

Cc: Garcia-Peri, Cristina (London) <cristina_garcia-peri@ml.com>; Hammond, Michael 

(CM&F EMEA) <michael_hammond@ml.com> 

Subject: Microsoft Special Dividend: Yield Enhancement for Clients 

Attac h : microsoft internal presentation. ppt 


The attached presentation describes a yield enhancement opportunity for Clients that may hold Microsoft shares (MSFT 

US). 

Microsoft has announced a special dividend and a cash dividend (totalling $3.08) payable in December. 

Clients who hold Microsoft shares - whether as an free-standing shareholding or as part of a basket- and who will suffer 
withholding tax on such shareholding (whether at 15 or 30%) may benefit from one of the proposed transactions. 

Next Steps: 

1. Review attached slides (internal use only). 

2. Identify Clients that may hold investments in MSFT US and could benefit from the yield enhancement. 

3. Contact Cristina Garcia-Peri (6 1129) or Jacquie Duval-Major (6 1753) of Corporate Equity Derivatives to 
discuss whether the transaction may be appropriate for the Client. 

Our competitors are offering similar products, and time is of the essence. Deadline for transaction is prior to the MSFT 
shareholders' meeting on 9 November 2004 (due to internal approval parameters). 

«microsoft internal presentation.ppt» 

Please note the presentation is marked "For Internal U s e Only" and may not be distributed outside the Firm. 

Kind regards 

Jacquie Duval-Major 

Jacqueline Duval-Major 
Director 

EMEA Corporate Equity Derivatives 
Merrill Lynch International 
Tel +4 4 20 7996 1 753 
Mob: 

jacqueline_duval-major@ml.com 


- Redacted by the Permanent 
Subcommittee on Investigations 


Permanent Subcommittee on Investigations 

EXHIBIT #45 - FN 238 


CONFIDENTIAL 


ML-PS 1-001 47236 






Permanent Subcommittee on Inv estigations 

EXHIBIT #45 - FN 242 


ML-PSI-0289 





737 


Microsoft Special Dividend: Yield Enhancement 

| Overview 

■ MSFT announced 20 July that it will pay $32 billion of dividend in a $3 per share special dividend, record date 17 November, 
pay dote on 2 December (there is also a regular cash dividend of $.08 payable with the same record date.) 

■ Dividends paid to non-US holders will be subject toUS withholding tax at 30 5* or a lesser rate (usually 15S6) under a tax 
treaty. Depending on the tax status and application the relevant domestic tax law. US withholding tax suffered may 
represent an absolute cost to the non-US Holder . 

a The trade ideas in this presentation may provide a higher synthetic return to such holders than a physical Avid end with 
withholding tax. Merrill Lynch makes money generally through the pricing of the dividend element of the synthetic 
transaction (and ML's hedge to that transaction). 

• The Tax Department has approved these transaction parameters for yield enhancement transactions over MSFT shares. 

■ Next Steps: Identify clients who have long physical positions in MSFT US and discuss yield enhancement with them. 
The stakes to be identified da not need to be strategic stakes in terms of percentage, etc — just large enough to warrant the 
extra value that the derivatives transaction may provide them, 

■ Corporate Equity Derivatives will liaise with US Swaps Desk (Paul Ciprlano, Rich Jessop) to coordinate execution of the 
transactions. 
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Microsoft Special Dividend: Yield Enhancement 

| Talking Points/Considerations 

■ Docs Client hold MSFT either as a free-standing investment, or as a part of a basket or index (the relevant fact is that the 
Client is entitled to a real MSFT dividend.) 

n What withholding rate is generally applicable to Client in respect of US equities? For most Clients organized in jurisdictions 
with a tax treaty with the US, this will generally be 15%. For non-treaty jurisdictions (c.g., Cayman Islands, Hong Kong, etc), 
the rate will be 30%. The relevant Client entity is the actual entity holding the MSFT shares. 

■ Does the Client currently get any benefit front the withholding tax suffered on US dividends? 'litis generally means that 
Client can take a foreign tax credit in respect of the withholding tax. This is not possible in all jurisdictions, and tliere may be 
o titer limitations on foreign tax credits that reduce the value to the Client. 

■ Will there be any negative consequences to the Client receiving a payment under a derivative as opposed to a dividend on a 
share? This may depend on the jurisdiction of live Client, and on the form of derivative transaction. Please discuss with 
Corporate Equity Derivatives on a case by case basis. 

■ The transactions described in the following slides are based on the requirements approved by the Tax Department for these 
transactions. Any deviations from the terms described must be approved by the Tax Department. 
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Microsoft Special Dividend: Yield Enhancement 


| Equity Swap 

■ Clieh}i»16»ig:MSFT U5> Client sells MSFT ttf MWE* w sells to 

• Client enters total rase of return equity swap wish MU, under which 
Client pays de pr e cint km plus Ubor-bftsed financing and receiv ts 
appreciation plus a percentage of dividends (97% inclleatively), 

■ The swap must be written for a minimum of 12 months. The client 
has ihe righ U o terminal e the tred e on] y after a minimum of 31 days. 

■ Trade must be entered prior io MSFT shareholder meeting approval 
of dividend. 

■ There must be at least care periodic payment (Lc. reset) prior to the 
termination of the tradei 

■ The final valuation of Ihe swap, on the confirm, will be listed as the 
VWAPon the primary exchange (NASD) on the final valuation dale. 
If the client chooses to terminate the swap prior to the confirmed 
firudvaluationdateihecalculatedpricemay be VWAPor another 
calculated average. We cannot terminate the swap at a closing price. 

■ If the client wishes to BUY shares of JviSFf on the final valuation date 
or the early termination date lie tnay not use any Merrill Lynch entity 
as his executing broker. 




Purchase price 


Mkrosofi Swres 


- 

Apjwsatmn * % thus 

TcUl return swap 



Depreciation + Ulnar 
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Microsoft Special Dividend: Yield Enhancement 


| Option: Exchange Traded (flex option)- 

■ Client is long MSKT US. Client sells MSFT to MLPFS. or sells to 
market 

.» MLPrSsfeQs/ OtisSSiriBr buys MeiXopHon call on MSFT 

■ IviLPFS buysi Customer sells PJexoplion pul on M5ET 

■ G^li^vcpritrattswillbelisied by theCBOE. Strikes and 
maturities will be as dose to regular listed series as possible 
(te., automatically adjusted downward after the special 
dividend is approved). 

■ Contracts are physically settled. 

■, Trade must be entered prior to MSFT shareholder meeting 
approval pfvdivid end, 

* Merrill Eymjh may not facilitate more than 80% of die 
customer's order. It is a market maker for the options, and if 
is assumed MLPfS will be broken up for at least 22% of the 
pptipn/sharc packages. 

■ Physical unwind in accordance with CBOlv exchange rules. 
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Microsoft Special Dividend; Yield Enhancement 


Over theCouTiter 

■ Client is lodgMSFT US. CKeitt sells MSFT to MUTS, orseHs to market. 

■ Mid sSHs l Customer buys <3TC call on MSFT 

■ &IU Hryf/ Customer sells QTCputbhMSFT 

* Option cUttracts sbouH.be written os similarly to listed option contracts 

As possible. 

■ Contracts must include a clause that In the event of a corporate action or 
special dividend the coun terpartiea agree to adjust their contracts in the 
same method as the CBOE (Exchange Adjustmen t) 

■ Contracts: must be cash settled 



[*u rebate price 


NteroH>ft,S«res 



S pi»4t»]l option combo j 


*. Trodeinnst be entered pride io MSFT shareholder meeting approval oi 
dividend. 

■ The firtallevel will be listed as the VWAP on the primary exchange 
(NASD) oh Utc final valuation date. We cannot teminale the options 
using a closing ptk* as artference level 


If toe client wishes, to BUY shares of MSFT on the final valuation date or 
the early termination date he may not use any ML entity as Ids executing 
broke*. 
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Microsoft Counterparties 


Entities that traded swaps : 

Connor, Clark & Lrnrn Arrowstreet Capital obo CCL Arrowstreet Sy 
Sandeil Asset Management Europe Ltd 

Kingdon Capital Management LCC obo M Kindgon Offshore Ltd. 
Swisscanto Asset Management AG 
Entities that traded options ; 

FIM Gestion France 

Scottish Widows Investment Partnership Limited 
Connor. Clark & Lunn Capital Markets Inc. 

Liberty View Capital Management (Inc) 

Sirios Capital Management 

Kommunal Landspensjonskasse 

Dawson- Herman Capital Management, Inc. 

Liberty View Capital Management (Inc) 

Merrill Lynch Investment Managers (“MLIM”) 

Henderson Global Investors Ltd. 

Bear Steams Asset Management 


I Permanent Subcommittee on Investigations 

EXHIBIT #45 - FN 243 
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Project Gemini 

Operating Plan 
as of October 1 1, 2005 


Introduction 


Project Gemini is a structured transaction designed to provide yield enhancement to non-US clients of Merrill Lynch that 
own US dividend-paying equities. From the client’s perspective, the transaction involves a market standard stock loan to 
a subsidiary of Merrill Lynch (“ML Equity Solutions Jersey Ltd” or “MLESJ”). The client realizes economic 
enhancement through the stock lending fee. 

MLESJ is a newly-formed trading entity established to effect stock lending transactions with clients and to enter into 
derivative transactions and short sales to hedge its trading positions. MLESJ has $300m of capital and a lending facility 
from ML&Co. MLESJ will have stand-alone audited financial statements. 


Marketing Guidelines 

The marketing of Project Gemini will be done on a very selective basis. All prospective clients should be pre-screened by 
John Addis (212 449 5342), the product sponsor, before any marketing takes place. 

The structure may impose some US tax risk on ML. To manage any potential risk, ML tax has established a cap on the 
transaction which focuses on our economic return relative to potential tax risk. Therefore, it is imperative that we achieve 
optimal economics on the transaction. Clients may not be offered enhancement of greater than 50% of potential US 
withholding taxes without approval from John Addis. As balance sheet impact and funding costs are identical regardless 
of withholding tax rates, clients in 30% jurisdictions are preferred although for appropriate economics, clients in 15% 
jurisdictions may receive consideration. 

Several of our competitors offer similar products (most notably Morgan Stanley, Lehman Brothers, and many non-US 
banks) so many natural candidates for the transaction are already being serviced and may command pricing concessions 
(State Street, BGI). Additionally, clients such as hedge funds which may be active in the equity swap market will 
generally not be candidates for the product. 

The success of Project Gemini and our ability to achieve target economics relies on ML’s superior reach and breadth of 
relationships relative to our competitors. Ideal candidates are likely to include SICAVs and Irish mutual fund companies. 
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Entity Summary 

Merrill Lynch Equity Solutions Jersey (“MLESJ”) 

Newly formed Jersey corporation, wholly owned subsidiary of ML Group Inc. 

Location Jersey (UK) 

Directors and Officers Mr T Beck, Mr 1 Webster, Mr G Hamilton, Mrs TA Fritot 

All are employed by MLIMCI and are Jersey residents 

Authorized Trading Activity: Securities lending, equities long & short, forward contracts with ML1 

Bank Account Bank of New York 

Custodian Bank of New York 

MLESJ Stock Borrow Trading MLI to trade on MLESJ’s behalf as directed under the Trade Support 

Agreement (initial trader on stock borrow expected to be Ian Bower 
of MLI London and Rob Cleasby of MLI NY) 

MLESJ Forward / Short Sale Trading MLI to trade on MLESJ’s behalf as directed under the Trade Support 

Agreement (initial trader expected to be Giles Hitchcock of MLI 
London) 

Operations Manager A1 Howell (NY, short sale settlement) 

Joe Janosi (NY, stock loan) 

Stock Borrow Frequency Expect at least one portfolio per week. 

Financial Statement Preparation MLESJ will retain D&T Jersey to conduct audit(s); Mourant to 

prepare to fulfill annual reporting obligations; 

periodic statements will be prepared out of the ML General Ledger 

system by ML London Corporate Reporting. 

Merrill Lynch International 

Existing Merrill Lynch subsidiary 

Location United Kingdom 

Related Trading Activity Forward sale contracts to MLESJ; total return swaps with external 

counterparties 

MLI Traders Rich Jessop (US), Paul Cipriano (US) (subject to change at MLI 

election) 

Operations Manager Anthony DeGennaro (NY, TRS and forward) 

Total Return Swap Counterparty External counterparties (e g., established arms of large international 

banks) 
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Operational Requirements 

1 . Stock Loan Counterparty Establishment 

a. MLESJ BOD approval will be required for all new counterparties (may be done by authorized Board member 
with review of full Board at quarterly meeting), 

b. Counterparties will be submitted to ML Credit for approval - netting opinions to be obtained, 

c. OGC to confirm netting provision for counterparty jurisdiction (note that ML Credit’s approval is subject to 
netting opinion confirmation for all new counterparties). 

d. Proposed economics to be reviewed. 

e. Stock loan agreement to be executed. Counterparties must be able to effect stock lending transactions. No 
trading will take place until a client enters into a master stock lending agreement with MLESJ, 

f. Counterparty to provide W8 IMY/BEN 

2. ML! Swap Counterparty: each swap counterparty master agreement must be confirmed by ML Legal to contain gross- 
up language. 

3. MLESJ Loan to Merrill Lynch over excess cash. 

a. Demand loan must have a term of less than 183 days. Loan documented with term of 180 days, 

b. At termination of each loan (every 180 days), each successive loan will need to be to a new ML entity. 

If existing loan is to a US ML entity, next loan must be to a non-US ML affiliate. The loan may switch 
between two ML entities. Each entity must be guaranteed by ML & Co. 

c. Initial loan was executed on August 17, 2005 with 180 day term; consequently, the first loan matures on 
February 13, 2006 and must be re-executed with a different non- US ML entity 

4 . MLESJ Loan Facility 

a. Overnight funding facility provided by ML & Co. 

b. Facility size = $1.0 billion 

c. General MLESJ business practice will he to draw on the Loan Facility for funding needs rather than the 
Demand Note (described above). 

5 . MLESJ Board of Directors 

a. Initial directors = Tim Beck (MLIM Cl), Ian Webster (MLIM Cl), Grant Hamilton (MLIM Cl), and Tracy 
Fritot (MLIM Cl). All are Jersey residents. 

b. Any future director must be non-US. Any UK director requires approval of ML Tax department. 

c. Directors fees are envisaged at $ 10,000 p.a. per director. This will be ceded back to the relevant divisions 
under which the directors operate. 

d. Board will meet quarterly; business group will provide detailed presentation of business at each meeting. 

6. Service Agreements / Agents 

a. MLIM Cl: provide board members, facilities and administration support. MLESJ will enter into a formal 
agreement with MLIM Cl for compensation to Board members and employees 

b. Mourant: Jersey legal, finance and administration. 

c. BONY: settlement and clearing over cash transactions. 

d. MLI: Trade Support Agreement with regard to forward contract and stock borrows. 

7. Responsibilities and Authority of MLESJ 

a. MLESJ will have foil authority over all agents and traders and will have the ability to replace or rescind any 
servicing agreements. 
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b. MLESJ will have the full authority to reject trades prior to execution. 

c. MLESJ will review all financial statements and trading summaries. 

d. MLESJ will file annual statements to the Jersey authorities on shareholders and share capitals. 

e. MELSJ will manage process of engaging Deloitte Touche Jersey will be hired to provide audited financials, 
some wotk may be outsourced to London D&T, MLESJ to oversee audit process 

£ Books and records of MLESJ will be maintained jointly by ML1 London (John Jack) and MLIM Cl. 

8. IRS for 1042/1042S: (BNY to prepare and submit on behalf of MLESJ] 

9. Terms of Forward Contract between MLESJ and MLI 

a. executed on a portfolio basis; 

b. cash settle only; 

c. term of one year, not cancelable before 15 days (terminable thereafter at fair market value). 

d. documented as forward contract, booked as price swap. 

10. Role of Bank of New York (“BNY”) 

a. clearing and settlement on MLESJ cash trading activity (stock borrow vs. short sale) 

b. (tax compliance: form 1042/1042S] 

c. [dividend flows - confirm with clcasby] 

d. jintra day funding] 

e. fee to BNY dictated by BNYs fee schedule - [subject to final negotiation] 


Trade Process Summary (Non-Exclusive Trades) 

Note that the following references to specific MLI traders ( Giles Hitchcock and Ian Bower) are for clarity only - in 
practice, MU will manage the trading process and appoint individual traders at its discretion. All trading of stocks or 
stock baskets, forwards, and swaps will occur prior to the NY market open at the prior day ’s closing prices. 


Trade processes for exclusive trades (wherein MLESJ will bid to have exclusive rights to borrow a fund’s securities for 

extended periods (eg., one year))will have identical steps to the below except that the 

A. Trade Initiation 

1 Approved Counterparty contacts Ian Bower and provides summary of proposed stock loan. Counterparty follows 
with email to Giles Hitchcock and MLESJ with details of portfolio and pricing. 

2. Giles Hitchcock or Ian Bower contacts Rich Jessop and Paul Cipriano to determine hedge (forward contract) 
availability. 

3. MLESJ Board or authorized Board member will be notified of potential transaction. 

4 Paul and Rich attempt to locate hedge counterparty in market and, if successful, reply to Giles and MLESJ with 
pricing levels. 

5. Unless stock loan is rejected by MLESJ Board or authorized Board member, stock loan is agreed between Ian Bower 
and Counterparty. 

6. Ian Bower sends emails to (a) Counterparty authorizing the stock borrow and (b) Rich Jessop / Paul Cipriano 
authorizing the forward. 

7. Giles instructs a selected “broker’s broker” such as Tullets or ICAP to sell equities short on a [principal/agent] basis. 
Equity portfolio is sold short through selected broker. Broker will be responsible for locating buyer. ML will have no 
visibility to the ultimate purchaser of the shares and will have no knowledge or way of knowing the identity of the 
ultimate purchaser. 


5 


CONFIDENTIAL 


ML-PS1-00049451 



798 


8. Stock borrow and forw ard contract are executed. London operations, on behalf of MLESJ, will book the trades. 

9. BONY, as agent to MLESJ, will handle settlement and clearance on the stock borrow against the short position. 

B. Trade Unwind after Total Return Swap lockout date 

1 . Counterparty contacts Ian Bower providing notice of stock borrow unwind. Ian sends email to notify Giles, Cipriano, 
Jessop and MLESJ of forward contract unwind. 

2. Giles instructs broker to acquire equities in the market and receives intraday funding from [BONY/ML & Co. 
Treasury]. ML will have no visibility to the ultimate slier of the shares and will have no knowledge or way of 
knowing the identity of the ultimate seller. 

3. MLESJ and MLI unwind the forward contract and total return swaps. 

4. BONY, as agent to MLESJ, will effect clearing and settlement of the above transactions. 

5. Counterparty and MLESJ make payments under the stock borrow and Counterparty returns the cash collateral to 
MLESJ; MLESJ repays intraday binding. 

C. Trade Unwind before Total Return Swap lockout date 

1 . Counterparty contacts lan Bower providing notice of stock borrow unwind. 

2. Ian borrows (or may instruct broker to borrow) identical equities from a market counterparty [or from a MLI], 

London operations, on behalf of MLESJ, will book the trades. 

3. BONY, as agent to MLESJ, will settle the borrow of equities from the market counterparty and deliver the equities to 
Counterparty under the stock borrow agreement. 

4. Once the TRS lockout date is reached, trade unwind proceeds as detailed in B above except MLESJ returns equities to 
the new market counterparty on the stock borrow rather than Counterparty. 


Trade Process Summary (Exclusive Trades) 

Exclusive trades involves competitive bids in which MLESJ will bid to have exclusive rights to borrow a fund’s 

securities for extended periods of time (eg., one year). MLESJ will coordinate with MU on the pricing of the bid. If 

MLESJ wins a bid, the following steps may be executed at any time during the exclusive period. 

A. Trade Initiation 

1 MLI on behalf of MLESJ will determine attractive equities to borrow. Giles Hitchcock or Ian Bower contacts Rich 
Jessop and Paul Cipriano to determine hedge (forward contract) availability. MLESJ Board or authorized Board 
member will be notified of potential transaction. 

2. Paul and Rich attempt to locate hedge counterparty in market and, if successful, reply to Giles and MLESJ with 
pricing levels. 

3. Unless stock loan is rejected by MLESJ Board or authorized Board member, stock loan is agreed between lan Bower 
and Counterparty. 

4. Ian Bower sends emails to (a) Counterparty authorizing the stock borrow and (b) Rich Jessop / Paul Cipriano 
authorizing the forward. 

5. Giles instructs a selected “broker’s broker” such as Tullets or ICAP to sell equities short on a [principal/agent] basis. 
Equity portfolio is sold short through selected broker. Broker will be responsible for locating buyer. ML will have no 
visibility to the ultimate purchaser of the shares and will have no knowledge or way of knowing the identity of the 
ultimate purchaser. 

6. Stock borrow and forward contract are executed. London operations, on behalf of MLESJ, will book the trades. 

7. BONY, as agent to MLESJ, will handle settlement and clearance on the stock borrow against the short position. 


B. Trade Unwind 

1. Ian sends email to notify Giles, Cipriano, Jessop and MLESJ of forward contract unwind. 
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2. Giles instructs broker to acquire equities in the market and receives intraday funding from [BONY/ML & Co. 
Treasury], 

3. MLESJ and MLI unwind the forward contract and total return swaps, 

4. BONY, as agent to MLESJ, will effect clearing and settlement of the above transactions. 

5. Counterparty and MLESJ make payments under the stock borrow and Counterparty returns the cash collateral to 
MLESJ; MLESJ repays intraday funding. 
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GMI NEW PRODUCT REVIEW 


EXECUTIVE SUMMARY 

MEETING DATE: October (251, 2005 PREPARER: Peter Cross, Alan Levy 


Product: Project Gemini 

Product Sponsor: John Addis 

Sponsoring Business Unit: 

Global Structured Product 

Pre-Review: Regional COO Approval 

Discussed with: Roger Anereila 

Accountable manager: Mac Taylor 

Regions: 

US , UK , Jersey Island 

Types of Trades: 

Stock borrow, equity swaps / forward. 

Equity sell / buy 

Is the Product Currency Restricted? (If so, state 
the currency): No (USD) 

Legal Entity: 

MLI. ML Group Inc. Merrill Lynch EauitY 
Solutions Jersey ('“MLESJ”') 

Average Life Expectancy of Trade/Instrument: 
Rolling 15-30 day trades on average 

Is the Legal Entity Regulated? Yes 

Regulator (if yes): MLI - FSA 

Expected Volumes: (i.e. trades, assets,) 

a) Initial $1 00m: initial MLIIF credit and 
board approval; 

b) $300m: target full volume from MLIIF 
expected within 6 months; 

c) $2.0b: program total representing multiple 
counterparties expected within 2 years. 

I To Seek an Approval for: Product X Structure or One-Off Transaction 


Introduction 


■ Project Gemini is a structured transaction designed to provide yield enhancement to non-US 
clients of Merrill Lynch that own US dividend-paying equities. 

■ Target counterparties include foreign pension plans and investment funds with US equities. 

■ The transaction involves: 

(1) A short sale to the market of US equities by Merrill Lynch Equity Solutions Jersey 
(“MLESJ”), a newly formed Jersey Island entity and subsidiary of ML Group Inc., and a 
stock loan from counterparty to MLESJ to cover the short position, 

(2) A series of derivative transactions executed with the market by MLESJ and MLI 
designed to hedge ML market risk. 

■ The initial counterparty will be Merrill Lynch International Investment Fund (“MLIIF”), a 
MLIM SICAV fund incorporated in Luxembourg. 

■ Similar programs are offered by numerous Wall Street investment banks. MLIIF is 
currently executing these trades with several of Merrill Lynch’s competitors. 
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Newly formed Jersey corporation, wholly owned subsidiary of ML Group Inc. 

Location Jersey (UK) 

Directors and Officers Mr T Beck, Mr 1 Webster, Mr G Hamilton, Mrs TA 

Fritot 

All are employed by MLIMC1 and are Jersey 
residents 


Authorized Trading Activity: 


Securities lending, equities long & short, forward 
contracts with MLI 


Bank Account Bank of New York (“BNY”) 

Custodian BNY 


MLESJ Stock Borrow Trading 

MLESJ Forward / Short Sale Trading 

Stock Borrow Frequency 
Financial Statement Preparation 


MLI to trade on MLESJ’s behalf as directed under 
the Trade Support Agreement (initial trader on stock 
borrow expected to be lan Bower of MLI London) 
MLI to trade on MLESJ’s behalf as directed under 
the Trade Support Agreement (initial trader expected 
to be Giles Hitchcock of MLI London) 

Expect at least one portfolio per week. 

MLESJ will retain D&T UK to conduct audit(s); 
Mourant to fulfill annual reporting obligations; 
periodic statements will be prepared out of the ML 
General Ledger system by ML London Corporate 
Reporting. 


Existing Merrill Lynch subsidiary 

Location United Kingdom 

Related Trading Activity Forward sale contracts to MLESJ; total return swaps 

with external counterparties 

MLI Traders Rich Jessop (US), Paul Cipriano (US) (subject to 

change at MLI election) 

Operations Manager Anthony DeGennaro (NY, TRS and forward) 

Total Return Swap Counterparty External counterparties (e.g., established arms of 

large international banks) 


1 . Stock Loan Counterparty Establishment 


a. MLESJ BOD approval will be required for all new counterparties (may be done by 
authorized Board member with review of full Board at quarterly meeting). 
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GMI NEW PRODUCT REVIEW 


b. Counterparties will be submitted to ML Credit for approval - netting opinions to be obtained. 

c. OGC to confirm netting provision for counterparty jurisdiction (note that ML Credit’s 
approval is subject to netting opinion confirmation for all new counterparties), 

d. Proposed economics to be reviewed. 

e. Stock loan agreement to be executed. Counterparties must be able to effect stock lending 
transactions. No trading will take place until a client enters into a master stock lending 
agreement with MLESJ. 

f. Counterparty to provide W8 1MY/BEN 

2. MLI Swap Counterparty: each swap counterparty master agreement must be confirmed by ML Legal 
to contain gross-up language. 

3. MLESJ Loan to Merrill Lynch over excess cash. 

a. Demand loan must have a term of less than 1 83 days. Loan documented with term of 1 80 
days. 

b. At termination of each loan (every 1 80 days), each successive loan will need to be to a new 
ML entity. 

If existing loan is to a US ML entity, next loan must be to a non-US ML affiliate. The loan 
may switch between two ML entities. Each entity must be guaranteed by ML & Co and must 
have the independent financial ability to make interest and principal payments on the loan. 

c. Initial loan was executed on August 1 7, 2005 with 1 80 day term; consequently, the first loan 
matures on February 13, 2006 and must be re-executed with a different non-US ML entity. 

4. MLESJ Loan Facility 

a. Overnight funding facility provided by ML & Co. 

b. Facility size = $1.0 billion 

c. General MLESJ business practice will be to draw on the Loan Facility for funding needs 
rather than the Demand Note (described above). 

5. MLESJ Board of Directors 

a. Initial directors = Tim Beck (ML1M Cl), lan Webster (MLIM Cl), Grant Hamilton (ML1M 
Cl), and Tracy Fritot (MLIM Cl). All are Jersey residents. 

b. Any future director must be non-US. Any UK director requires approval of ML Tax 
department, 

c. Directors fees are envisaged at $1 0,000 p.a. per director. This will be ceded back to the 
relevant divisions under which the directors operate. 

d. Board will meet quarterly; business group will provide detailed presentation of business at 
each meeting. 

6. Service Agreements / Agents 

a. MLIM Cl: provide board members, facilities and administration support. MLESJ will enter 
into a formal agreement with MLIM Cl for compensation to Board members and employees 

b. Mourant: Jersey legal, finance and administration. 

c. BNY: settlement and clearing over cash transactions. 
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GMI NEW PRODUCT REVIEW 


d. MLI: Trade Support Agreement with regard to forward contract and stock borrows. 

7. Responsibilities and Authority of MLESJ 

a. MLESJ will have full authority over all agents and traders and will have the ability to replace 
or rescind any servicing agreements. 

b. MLESJ will have the full authority to reject trades prior to execution. 

c. MLESJ will review all financial statements and trading summaries. 

d. MLESJ will file annual statements to the Jersey authorities on shareholders and share 
capitals. 

e. MELSJ will manage process of engaging Dcloitte Touche Jersey will be hired to provide 
audited financials, some work may be outsourced to London D&T. MLESJ to oversee audit 
process 

f. Books and records of MLESJ will be maintained jointly by (i) MLE London (John Jack) in 
conjunction with Business Unit Finance in respect of the company's financial records and (ii) 
Mourants in respect of the company secretarial records. 

8. IRS form 1042/1042S: BNY to prepare and submit on behalf of MLESJ or BNY to assist ML in 
preparation of form on behalf of MLESJ 

9. Terms of Forward Contract between MLESJ and MLI 

a. executed on a portfolio basis; 

b. cash settle only; 

c. term of one year, not cancellable before 1 5 days (terminable thereafter at fair market value). 

d. documented as forward contract, booked as price swap. 

1 0. Role of Bank of New York 

a. clearing and settlement on MLESJ cash trading activity (stock borrow vs. short sale) 

b. tax compliance: form 1042/1042S 

c. intra day funding: BNY has offered daylight funding, ML Treasury to consider. 

d. fee to BNY dictated by BNY’s fee schedule - [subject to final negotiation] 

Trade Process Summary (Non-Exclusive Trades) 

Note that the following references to specific tradersare for clarity only - in practice, MLI will manage 
the trading process and appoint individual traders at Us discretion. All trading of stocks or slock 
baskets, forwards, and swaps will occur prior to the NY market open at the prior day } s closing prices . 


Indicative traders: 

MLI on behalf of MLESJ : 

Stock Borrow: UK Stock Loan desk = Ian Bower 
Forward Contract: UK Equity Swaps desk = Giles Hitchcock 

MLI (counterparty to MLESJ on Forward Contract & Total Return Swap) 
Foiward Contract: US Equity Swaps desk = Paul Cipriano & Rich Jessop 
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GMI NEW PRODUCT REVIEW 


Total Return Swap: US Equity Swaps desk = Paul Cipriano & Rich Jessop 


A. Trade Initiation 

1 . Approved Counterparty contacts lan Bower and provides summary of proposed stock loan. 
Counterparty follows with email to Giles Hitchcock and MLESJ with details of portfolio and pricing. 

2. Giles Hitchcock or lan Bower contacts Rich Jessop and Paul Cipriano to determine hedge (forward 
contract) availability. 

3. MLESJ Board or authorized Board member will be notified of potential transaction, 

4. Paul and Rich attempt to locate hedge counterparty in market and, if successful, reply to Giles and 
MLESJ with pricing levels. 

5. Unless stock loan is rejected by MLESJ Board or authorized Board member, stock loan is agreed 
between lan Bower and Counterparty. 

6. lan Bower sends emails to (a) Counterparty confirming the stock borrow and (b) Rich Jessop / Paul 
Cipriano authorizing the forward. 

7. Giles instructs a selected “broker’s broker" such as Tullets or ICAP to sell equities short on a 
[principal/agent] basis. Equity portfolio is sold short through selected broker. Broker will be 
responsible for locating buyer. ML will have no visibility to the ultimate purchaser of the shares and 
will have no knowledge or way of knowing the identity of the ultimate purchaser. 

8. Stock borrow and forward contract are executed. London operations, on behalf of MLESJ, will book 
the trades. 

9. BNY, as agent to MLESJ, will handle settlement and clearance on the stock borrow against the short 
position. 

B. Trade Unwind after Total Return Swap lockout date 

1 . Counterparty contacts lan Bower providing notice of stock borrow unwind, lan sends email to notify 
Giles, Cipriano, Jessop and MLESJ of forward contract unwind. 

2. Giles instructs a selected “broker’s broker” such as Tullets or ICAP to acquire equities a 
(principal/agent] basis and receives intraday funding from [BNY/ML & Co. Treasury]. Broker will 
be responsible for locating seller. ML will have no visibility to the ultimate seller of the shares and 
will have no knowledge or way of knowing the identity of the ultimate seller. 

3. MLESJ and MU unwind the forward contract and total return swaps. 

4. BNY, as agent to MLESJ, will effect clearing and settlement of the above transactions. 

5. Counterparty and MLESJ make payments under the stock borrow and Counterparty returns the cash 
collateral to MLESJ; MLESJ repays intraday funding. 

C. (a) Trade Unwind before Total Return Swap lockout date 

1 . Counterparty contacts lan Bower providing notice of stock borrow unwind. 

2. Ian borrows (or may instruct broker to borrow) identical equities from a market counterparty [or from 
ML!]. London operations, on behalf of MLESJ, will book the trades. 

3. BNY, as agent to MLESJ, will settle the borrow of equities from the market counterparty and deliver 
the equities to Counterparty under the stock borrow agreement. 

4. Once the TRS lockout date is reached, trade unwind proceeds as detailed in B above except MLESJ 
returns equities to the new market counterparty on the stock borrow rather than Counterparty. 
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GMI NEW PRODUCT REVIEW 


C. fb) Alternate Trade Unwind prior to TRS lockout date 

The following may be used if MLESJ is unable to enter into a new stock borrow (e.g., prior to execution 

of stock borrow agreement with separate counterparties). 

j_. Counterparty contacts Ian Bower providing notice of stock borrow unwind. 

2. MLESJ acquires stocks to cover the borrow where MLESJ receives intraday funding from [BNY/ML 
& Co, Treasury]. 

3. ML! on behalf of MLESJ returns stocks to Counterparty. BNY handles settlement and clearing on 
the above trades. 

4. MLI1F releases the cash collateral and MLESJ repays the intraday funding. 

5. Cipriano and Jessop enter into a total return swap with MLESJ that will offset MLESJ’s exposure 
under the Forward. 

6. At the end of the lockout period, the two swaps are terminated at no net cost. 

Trade Process Summary (Exclusive Trades) 

Exclusive trades involves competitive bids in which MLESJ will bid to have exclusive rights to borrow 
a fund’s securities for extended periods of time (e.g., one year). MLESJ will coordinate with MLI on 
the pricing of the bid. Any bid will require the approval of the MLESJ board. If MLESJ wins a bid, 
the following steps may be executed at any time during the exclusive period. 

A. Trade Initiation 

1 . MLI on behalf of MLESJ will determine attractive equities to borrow. Giles Hitchcock or lan Bower 
contacts Rich Jessop and Paul Cipriano to determine hedge (forward contract) availability. MLESJ 
Board or authorized Board member will be notified of potential transaction. 

2. Paul and Rich attempt to locate hedge counterparty in market and, if successful, reply to Giles and 
MLESJ with pricing levels. 

3. Unless stock loan is rejected by MLESJ Board or authorized Board member, stock loan is agreed 
between Ian Bower and Counterparty. 

4. lan Bower sends emails to (a) Counterparty authorizing the stock borrow and (b) Rich Jessop / Paul 
Cipriano authorizing the forward. 

5. Giles instructs a selected “broker’s broker” such as Tullets or ICAP to sell equities short on a 
[principal/agent] basis. Equity portfolio is sold short through selected broker. Broker will be 
responsible for locating buyer. ML will have no visibility to the ultimate purchaser of the shares and 
will have no knowledge or way of knowing the identity of the ultimate purchaser. 

6. Stock borrow and forward contract are executed. London operations, on behalf of MLESJ, will book 
the trades. 

7. BNY, as agent to MLESJ, will handle settlement and clearance on the stock borrow against the short 
position. 

B, C. Trade Unwind: Same as Non-Exclusive Trades 


Are there any major control concerns? 
None 
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Are there any Pre or Post-Trading Conditions which will delay trading? (If so, please explain): 

Pre-Trading Conditions: 

• Final documentation to be executed (stock loan agreement with ML1IF, forward contract 
ISDA, service agreements); 

• Technology testing work to be completed; 

• Finalization of Bank of New York terms of engagement (final testing, tax compliance 
role and fee negotiation). 

Post-Trading Conditions: 

• Compliance to review detailed flows of initial trade. 

• Subject to tax limits: 

- Annual trading limit initially established at first to be reached of (a) $50 million 
annual gross withholding tax elimination, and (b) $25 million net withholding tax 
(=gross withholding tax less MLESJ fees). Limits will be reviewed after one year. 

• Subject to Corporate Actions volume constraint during manual stage: 

- At two week intervals the desk will borrow and sell baskets of no more than 20 
stocks. The dividend team can only track a maximum of 20 names at a lime. 

- The initial trade will be a basket of fewer than 10 stocks. 

- Trading will be limited to MUM funds at the start with only 5 funds participating. 

- Only cash dividends can be supported without the technology. Any other event 
announced on a slock requires that particular stock to be removed from the basket. 

- ADRs cannot be supported. 

• ML Credit condition: 

- Business must contact credit prior to trading for each new stock loan counterparty 
to establish appropriate credit limits. At that time, the business must confirm if a 
positive netting opinion has been provided by OGCfor the relevant MLES.J stock 
loan agreemenl/counlerparty jurisdiction. 
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EXECUTIVE SUMMARY 

ML& Co. Consolidated Revenue Forecast 


$’s in thousands 

Note 

Year 1 

Year 2 

Year 3 

REVENUES (Year 1 revenues assume 1 quarter of the year) 

A 

250 

10,000 

20,000 

Variabie expenses 

B 

30 

300 

500 

Fixed & Semi-fixed expenses (year 1 includes build costs) 

C 

380 

100 

50 

PRE-TAX CONTROLLABLE CONTRIBUTION 


(ISO) 

9,600 

19,450 

Tax on Controllable Contribution 


(56) 

3,360 

6,807 

AFTER TAX CONTROLLABLE CONTRIBUTION 


(1 04) 

6,240 

12,643 

Additional headcount per year 


0 

0 

0 

Equity 


2,000 

36,000 

33,000 

ROE 


NA 

38% 

38% 




! Assumptions and calculations: 

Year 1 Year 2 Year 3 I 


Start datav VOLUMES & COMMISSION REVENUES 
Trade volumes 


Annua! volume increase 
Execution commission rate 


Nov. 5, ‘05 
See Corp. 1 00 per 

Actions month 

limits 


150 per 
month 


B VARIABLE EXPENSES 




BC&F, 

30 

300 

500 

Other 





30 

300 

500 

C FIXED AND SEMI FIXED EXPENSES 




Headcount 

0 

0 

0 

Fees 

0 

0 

0 

Technology 

380 

0 

0 

Other 

0 

50 

50 

D PRE-TAX CONTROLLABLE CONTRIBUTION (A-B-C) 

060) 

9,600 

19,450 


Pre-Tax Controllable Contribution by Legal Entity (Represents D Above) 


s in whole numbers (list all ML legal entities 
volved 

Year 1 

Year 2 

Year 3 

e-Tax Controllable Contribution For MLESJ* 

(i«0) 

9,600 

19,450 

•c-Tax Controllable Contribution For ML1* 

TBD 

TBD 

TBD 

•e-Tax Controllable Contribution For 

•e-Tax Controllable Contribution For 





*The MLESJ/ML1 split will be determined at time of trade. 
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Projected Balance Sheet Usage ($’s in whole numbers) 


Balance Sheet 



| 





. - '.1 

a]®iart 

ML Legal Enti ty j, ML! 

' mlesj -- ' -• { ■' , ; ; : 

ASSETS: 







Cash 







Securities Financing Transactions 


452.000.000 



452,000,000 


‘trading Assets at Fair Value 







Investment Securities 







Securities Received as Collateral 







Other Receivables (Inter- Co) 


0 

548,000,000 

300,000,000* 

248,000,000*** 


Loans, Notes and Mortgages 







Equipment and Facilities 







Goodwill 







Other Assets 







TOTAL ASSETS 


452,000,000 

548,000,000 

300,000,000 

700,000,000 


LIABILITIES: 







Securities Financing Transactions 







Deposits 







Trading Liabilities at Fair Value 


400,000,000 



400,000,000 


Obligation to Return Securities Received as 
Collateral 







Other Payables (Inter-Co) 


0 

600,000,000 




Liabilities in Insurance Subsidiaries 




mmmm 

HHHi 


Long-Term Borrowings 


52,000,000**** 





TOTAL LIABILITIES 


452,000,000 


300.000,000 

700,000,000 



*Newly formed entity will be capitalized with $300 million of equity. The equity will be 99% redeemable 
thus debt for GAAP purposes and 1% pure equity. For purposes of the above I have included the entire 
$300 million as an Intereo Item on MLESJ and ML Group Inc.’s balance sheet. 

**ML Group Inc. will borrow $300 million from ML&CO to fund its investment in MLESJ. 

***MLESJ will lend excess cash to ML Affiliates as determined to be appropriate by ML Tax Group 
****Represents ML&CO’s true funding requirement. 

*****MLI will have matched derivative contracts on its books, i.e. forward against MLESJ. and a TRS 
versus the street. Initial notional amount expected to be $400 million on both derivative contracts. 


EXECUTIVE SUMMARY 
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Area 

Systems to 
be Used 

Existing/ 
New / 
Modified 

Additional 
Head Count 
Required? 

Straight 

Through 

Processing? 

(Yes/No) 

Does a 
Disaster 
Recovery 

Plan Exist? 

Does the 
contingency 
plan satisfy 

ML 

standards? 

Additional 

Cost 

Trading 

RAM/ Janus 

Modified 

No 

Yes 

Yes 

Yes 

JANUS - 
$70,000 

RAM 

$35,500 

ISS 

Oracle GfU 
E- 

Bar/RAM/ 

Janus/ 

BUGS 

Modified 
for Oracle 
and BUCS 

Modified 
for E-Bar, 
Ram and 
Janus 

No 

Yes 

Yes 

Yes 

ORACLE 

$22,128 

EBAR 

$15,787 

GT&CS 

RAM/ 

Janus/E- 

Bar/RECON 

Modified 
for E-Bar, 
Ram and 
Janus and 
RECON 
and TESS 

No 

Yes 

Yes 

Yes 

RECON 

$40,255 

TESS 

$32,957 

Credit 

RAM/ 

Janus/ 

Glacier 

Modified 

JANUS 

Feed 

No 

Yes 

Yes 

^^1 

None 

Market 

Risk 

RAM/ 

Janus/ 

Scenarios 

Existing 

No 

Yes 

Yes 


None 

Regulatory 

Oracle G/L/ 
E- 

Bar/RAM/ 

Janus 

Modified 
for Oracle 

Modified 
for E-Bar, 
Ram and 
Janus 

No 

Yes 

Yes 

Yes 

None 

Treasury 

N/A 



N/A 

N/A 

m 

N/A 

Legal 

N/A 

N/A 

N/A 



m ■ 

N/A 


Netting Agreements: 


What legal and netting agreement^) will be signed in accordance with this product? 
(e.g., ISDA, Bond Market Association Agreement (BMA), etc.) 

ISDA & Master Securities Loan 
Agreement 

Is there a valid netting opinion? 

Yes 



PRODUCT OVERVIEW 

Proposed start date: 

11/5/2005 
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Market size (S): 

>SI0 billion 

Existing market participants: 

Majority of major Wall Street firms 

Legal entity where trades booked: 

ML! / ML Group Inc. / MLESJ 

Does trade flow through a regulated entity: 

Yes: MLI 

Traders - Physical location: 

London, New York 

- Legal entity: 

MLI, MLESJ. 

Sales Force - Physical location: 

New York/London 

- Legal entity: 

MLPF&S/MLI 

Any Agency agreement? 

No 

Initial counterparties: 

MLIIF (a MLIM Luxembourg SICAV fund) 

Counterparties - location: 

Luxembourg (initial) 

Counterparties - business area / type: 

Counterparties - other examples: 

Investment funds, pension funds, other international 
funds holding US equities. 

Other reqnired authorisations obtained? 

Completed: SPC, CSOC 

PROJECTED RETURNS, TRADING VOLUMES, INVENTORY 

Year 1 Trading volumes - Value ($): 

Trading Volumes - Number of trades per day: 

Type of transaction flow -Agency % 

a) initial SiOOm: initial MLIIF credit and board 
approval; 

b) S300m: target full volume from MLIIF expected 
within 6 months; 

Initial limit: max 20 stocks traded at once, for exp period 
of 2 weeks. 

0% 

-Proprietary % 

100% 

Inventory - Proprietary position: 

100% 

Customer “hold” positions: 

NA 

Impact on ML&Co - Estimated Year 1 net revenue ($): 

$250 k 2005, $10m 2006 

Year 1 - Estimated market share (%): 

<10% 

Currency mix - highlighting any coovertibility issues: 

NA- All USD 

TRADE / TRANSACTION FLOW 

How are trades slated? 

Stock Borrows in Janus, Shorts and Derivatives in RAM 

Trade settlement details: 

Regular way 

Custodian bank / location: 

BNY/NY& London 

Paying agent / location: 

NA 

Broker / location; 

NA 
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Please insert a flow chart/diagrarn detailing the transaction structure of the new product. 


1 . Merrill Lynch Equity Solutions Jersey Limited (“MLESJ”), a newly established Jersey Island 
corporation and subsidiary of ML Group Inc., will sell short US equity securities to tire market, 

2. In order to fill its short position, MLESJ will borrow the US equity Securities from Counterparty 
and MLESJ will post [113%] cash collateral. 

Counterparty will invest the collateral received into money market funds. 

3. ML &■ Co. has provided MLESJ with a $ 1 .0 billion financing facility for ongoing collateral true- 
ups for mark to market volatility* 

4. MLESJ enters into a forward contract over the securities with MLI to hedge its exposure, 

5 . MLI enters into a total return swap with a market counterparty to hedge its exposure. 



ML & Co. 


3. $1.0 billion 
Loan Facility 


ML Group 

I I"'- 


Stock Loan 


{ 113%1 

Cash 

Collateral 


5. Total Return 
Swap 


1. Short Sale 
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Capitalization of MLESJ (completed on August 17. 2004) 


(4) 

Loan Facility 
Commitment 


P) 



1 . ML Group lnc„ a wholly owned subsidiary of ML & Co, borrowed $300 million from ML & Co. 

2. ML Group Inc. contributed the $300 million to MLESJ in exchange for equity. 

Note that 99% of the shares of MLESJ are redeemable after 20 years. 

3. MLESJ lent the $300 million to ML & Co in the form of a demand note. The demand note has a 
term of 180 days and will periodically be re-executed with ML & Co., or an affiliate guaranteed 
by ML & Co. Each successive loan will need to be to a new ML entity (but may switch between 
two entities). 

4. On August 19, MLESJ entered into a credit facility with ML & Co. under which MLESJ can 
borrow amounts up to $1.0 billion upon one day notice. 
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ALL QUESTIONS IN THIS SECTION MUST BE ADDRESSED: 

GLOBAL MARKETS AND INVESTMENT BANKING-NEW PRODUCT REVIEW COMMITTEE 
CONTROL TEMPLATE 


FUNCTIONAL AREA YES/NO REMARKS 


Market Risk Management 

DISCUSSED WITH: Zahid Nascem 



], Please describe the proposed transaction or product and alt 
involved counterparties. 


Stock loan and associated 
forward agreement with SICAV 
fund. Plus inter-entity back to 
back equity swaps. 

2. Is this product currently traded in a different region or by a 
different business unit at Merrill Lynch? 


Similar product for different 
entity has been traded in 

EMEA. 

3. Is the product new to the market? Who are ML’s competitors? 
What would be the consequences of ceasing activity in this 
new product? 


Product currently offered by 
other Stock Loan desks. 

4. Which trading desk will be responsible for risk managing this 
product? 


Trade booked in GEF Swaps 
and Stock Loan. 

5. Is the product subject to specific external regulation? Provide 
• details? 


Standard stock loan and swap 
rules. 

6. Which legal entities will this product use? 


MLI and new MLESJ 

7. What trading book (s) will be used for the booking process? 


New books opened in RAM and 
Janus. 

8. In which trading system will these transactions be booked? 


Swaps, forward and short sale in 
RAM, stock loan in Janus. 

9. How will required market risk data be generated and fed to 
Scenarios? Will any of the processes be manual? If yes, 
provide details. Will Scenarios data be sent in timely (T+ 1 )? 

|| 

All automated feeds from RAM 

10. How will the Scenarios data sent to risk be reconciled? Who 
will be responsible for this process? 

— 1 

Standard RAM feeds and 
reconciliation process. 

1 1. Describe the. valuation methodology used in calculating 
market and risk data. List all the models used for valuation. 

Has risk management reviewed and approved the models? 


Standard RAM models. 

12. List all inputs for valuation purposes and describe the sources 
for these data. Please highlight any parameters that require 
estimation (i.e. are not market observable) and how this 
estimation will be done? 

■ 

Standard RAM inputs from 
exchange 

13. Describe ail market risks associated with the product, any 
hedging techniques, key assumptions, the liquidity of the 
product and any associated hedges. Please highlight any risks 
that cannot be hedged and any risk concentrations. 


Trade is back to back - no 

significant market risk. 

14. Do any entity/regional specific limits apply? 

No 


1 5. is each of market risks associated with this product 

constrained by desk operational limits? How are these limit 
monitored? What is the process for reporting these risks vs. 
limits on a daily basis and who is responsible? 

Yes 

Corporate actions volume limits 
during manual periods. 

16, Quantify and/or assess the possible worst case scenario for ML 
and for our counterparties? Please quantify with an example. 


Worst case would be no 
enhanced return from trade - 
ML would lose cost of its bid - 
this is a sunk cost. 
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ALL QUESTIONS IN THIS SECTION MUST BE ADDRESSED: 

GLOBAL MARKETS AND INVESTMENT BANKING-NEW PRODUCT REVIEW COMMITTEE 
CONTROL TEMPJ.ATE 


FUNCTIONAL AREA YES/NO REMARKS 


17. Please specify which of the following reserves/valuation 

adjustments will be required for this product and describe 

the methodology, procedure and calculation frequency 

for each; 

» Portfolio liquidity reserve (e.g. bid-offer) 

• Deal specific liquidity reserve (e.g. where bid-ofFer is not 
observable for a material exposure) 

• Model specific valuation adjustments (e.g. for observable 
parameters not included in model or, uncertainty arising 
from model implementation) 

■ Hedge specific valuation adjustments (e.g. re-hedge 
assumption not captured by pricing model) 

■ Credit specific valuation adjustments (e.g. purchase of 
credit protection) 

• Parameter uncertainty reserves (e.g. position in an 
unobservable parameter) 

■ Other (please specify) 

1 

There are no specific reasons for 
reserves on this trade. 

1 8. Describe the P&L process that will be used. Please comment 
on: 

■ How are all the sources of risk identified captured in the 
estimation process? 

* How is residual P&L broken down and how are cross 
terms quantified? 


.Standard accrual accounting for 
swaps. . 

1 9. Do current Market Risk policy/procedures/controi manuals 
adequately describe all processes required to support and 
control this new product? 



Other comments: 
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ALL QUESTIONS IN THIS SECTION MUSI BE ADDRESSED: 

GLOBAL MARKETS AND INVESTMENT BANKING-NEW PRODUCT REVIEW COMMITTEE 
CONTROL TEMPLATE 


FUNCTIONAL AREA 


YES/NO REMARKS 


Credit Risk Management 

DISCUSSED WITH: Richard Restaino, Tony Dawson 



1 . Who will be the typical counterparties? Are there any new or 
existing clients? What ratings are anticipated? 


Counterparties on the Total 

Return Swap (TRS) will be 
banks and other financial 
institutions with which MLI 
presently trades. Other mutual 
and pension funds from which 
we will borrow stock may be 
new or existing clients. 

2. Have all counterparty credit limits, if applicable been 
approved? 


Limits will be set by credit for 
new counterparties. 

3. What credit terms are expected for this product? 

■ 

On the stock borrow, ML will 
post cash collateral to the client 

fund. Credit terms on the TRS 

will be set as for any other TRS 

(TRS is not a new product). 

4, In which countries/industries will the product be targeted? 


Initially, European and 

American mutual and pension 
funds. 

5. Are there aspects of this product, such as the client requiring 
financing, that will result in additional credit risk? 

No 


6. What system will this product be traded on? 


The TRS will be booked in 

RAM. The short sale will also 
be booked in RAM. The stock 
borrow will be booked in Janus. 
The intercompany forward will 
be booked in RAM. 

7. Will there be an automated daily feed to Credit? 

Yes 

All components will be booked 

in systems with existing feeds to 

GLACIER, (see #6). 

8. Will the data feed the credit system in compliance with 
Credit's minimum data standards? 

Yes 


9. Will there be any inventory exposure as a result of this new 
product? 

No 


10. Has Credit approved a potential exposure calculation for this 
product? 

Yes 

Potential Exposure (PE) 
calculations are already in place 
for both the TRS and stock 
borrows. 

It. Will Credit be receiving sufficient data to calculate potential 
exposure correctly (i.e., all attributes used in pricing the 
transaction)? 

Yes 


12. How will the potential exposure calculation be implemented 
systematically in the credit system? 


Automated Potential Exposure 
(PE) calculations are already in 
place for both the TRS and 
stock borrows, 
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ALL QUESTIONS IN THIS SECTION MUST BE ADDRESSED: 

GLOBAL MARKETS AND INVESTMENT BANKING-NEW PRODUCT REVIEW COMMITTEE 
CONTROL TEMPLATE 


FUNCTIONAL AREA 

YES/NO 

REMARKS 

13, Will all credit terms be supported by Operations? Will alt 
collateral be marked daily and fed to CXS/ICE? 

Yes 


14. Has a daily feed to Collateral Management been established 
with approved pricing sources? 



15. Is this product in full compliance with existing credit policy? 
If not, has a change to or exemption from existing credit policy 
been authorized? 

Yes 


1 6. Are there any remaining open Credit issues? 

HU 


17. Does Credit require additional headcount? 

No 


1 8. Do current Credit Risk policy/procedures/control manuals 
adequately describe all processes required to support and 
control this new product? 


Credit policies are currently in 
place for all individual 
components of the structure. 

Other Comments: 



Business must contact credit prior to trading for each new stock loan counterparty to establish appropriate credit 
limits. At that time, the business must confirm if a positive netting opinion has been provided by OGC for the 
relevant MLESJ stock loan agreement/counterparty jurisdiction. 
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ALL QUESTIONS IN THIS SECTION MUST BE ADDRESSED: 

GLOBAL MARKETS AND INVESTMENT BANKING-NEW PRODUCT REVIEW COMMITTEE 
CONTROL TEMPLATE 


FUNCTIONAL AREA 

YES/NO 

REMARKS 

Taxation 

DISCUSSED WITH: Larry Klienman/ Nizam Siddiq 



1 . Are there potential cross border issues? 


No. 

2. Is there risk of an unwanted permanent establishment? 


No. 

3. How will the product be treated for tax purposes? 

Have any tax opinions from outside counsel been solicited or 
received? 


Yes (King & Spalding initial 
memo received, final opinion 
expected shortly) 

4. Which Meixill Lynch legal entity will issue or hold this 
product? 


MLESJ, MLI 

5. U.S. Tax Shelter Regulations: 



(a) Will Merrill Lynch be required to register the product with 
the U.S. IRS as a Tax Shelter? Have all engagement 
letters, term sheets and presentation materials sent 
to clients included a statement to the effect that 
the transaction presented is not confidential? 


No. 

(b) Will Merrill Lynch be required to maintain a list of 
investors in the product pursuant to the U.S. Tax 

Shelter regulations? 


No. 

(c) Will Merrill Lynch be required to disclose the transaction 
pursuant to the U.S. tax shelter regulations? 


No. 

(d) Will outside counsel opinion address the requirements 
under the tax shelter regulations? 


No. 

6. Will this transaction require Special and Structured Product 
Committee (SSPC) and/or Structured Products Committee 
(SPC) review? If so, has the SSPC and/or SPC review been 
scheduled or approval received? 


SPC approval attained 

7. Will this transaction require disclosure to any tax authority 
under any Tax Avoidance Disclosure rules? If so, has the 
Global Tax Compliance & Analytics group been notified? 


No. 

8. In what legal entity, country and business unit will the P&L 
and Balance Sheet from this product be recorded for GAAP 
and FMR? Is this consistent with our current transfer pricing 
methodology? Is adequate transfer pricing documentation in 
place, and are transfer pricing arrangements covered by 
existing service fee agreements? Are any new service fee 
agreements required? 


MLI, MLESJ 

Global Equity Finance 
(USSPBU) 

Jersey & London 

Intercompany service and trade 
support agreements. 

9. How will this product be hedged and where will the hedges be 
recorded? 


Short sale, Forwards and Total 
Return Swaps. 

10. Does the product have any embedded debt elements? 

Are there any off-balance sheet assets or liabilities? 


No. 

Yes (2 cash settled derivatives: 
forward and total return swap). 
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ALL QUESTIONS IN THIS SECTION MUST BE ADDRESSED: 

CLOBAL MARKETS AND INVESTMENT BAN KING-NEW PRODUCT REVIEW COMMITTEE 
CONTROL TEMPLATE 


functional area 

VES/NO 

REMARKS 

1 1 . What is the statutory tax rate of the iegal booking entity that 
has been used to measure profitability of this product? 


30% MLI 

39% MLESJ 

12. Will the product be integrated into our existing tax reporting 
system? If not, who will perform the appropriate tax 
reporting? 


No. Procedures must be made to 
complete Forms 1042 and 1042S 
for MLESJ. Currently discussing 
with BNY tax team. 

! 3. Are there any withholding taxes (foreign or domestic) relating 
to this product? If yes - 



a) Will Merrill Lynch be responsible for withholding taxes on 
payments made to customers? If yes - 
(i) Has the firm obtained the appropriate forms/ 

representations to ensure that withholding taxes are 
minimized? 

(ti) Will Merrill Lynch be responsible for a tax “gross up” 
payment to the extent that withholding taxes are 
subsequently imposed by a taxing authority? 

(iii) Does the issuer have the ability to terminate or transfer/ 
assign the position for any tax event? 

(iv) Whose responsibility (which parties or departments) is it 
to deduct, pay over and report withholding taxes? 


No. 

b) Will Merrill Lynch be receiving payments subject to with- 
holding taxes? If yes - 

(i) What type of withholding taxes (dividend, fee, interest, 
etc.)? 

(ii) What assumptions were made with regards to the ability 
to claim a credit for these taxes? Is profitability 
dependent on the ability to claim credits? 

(iii) Have efforts been made to minimise the impact of 
withholding taxes or obtain a “gross-up” from the counter- 
party? 


No. 

1 4. Are there any foreign or domestic transaction taxes (e.g. 

VAT, Stamp Duly or Insurance Premium Tax) relating to 

This product? If so, have efforts been made to minimize the 
impact of the transaction taxes or obtain a “gross-up” from 
the counterparty? 


No. 

15. Are there any special tax compliance aspects to this product? 
What arrangements have been made to ensure that they will 
be satisfied? 


See U 1 2; IRS form 1 042 to be 
completed periodically. 

16. What is the VAT liability of the services arising from 
this product? Will there be any related service fees? 

If so, what is the VAT Treatment? 


None. 

Other Comments: 

Annual trading limit initially established at first to be reached of (a) $50 million annual gross withholding tax 
elimination, and (b) $25 million net withholding tax (=gross withholding tax less MLESJ fees). Limits will be 
reviewed after one year. 
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ALL QUESTIONS IN THIS SECTION MUST BE ADDRESSED: 

GLOBAL MARKETS AND INVESTMENT BANKING-NEW PRODUCT REVIEW COMMITTEE 
CONTROL TEMPLATE 

FUNCTIONAL AREA YES/NO REMARKS 


Legal 

DISCUSSED WITH: Joe Hamilton, Sarah Evans, 

Martin Sandler, John McGreevy 



1. Has ail documentation including confirmation templates been 
approved by Legal? 

Yes 

Subject to standard tax gross-up 
provisions in the Master ISDA 
agreement for the total return 
swaps (TRS’s). Documentation 
should be standard total return 
swap documents. 

2. Have Master Agreements been signed? 


The ISDA Master Agreement for 
the forward transaction between 
ML1 and the MLSJ expected to 
be executed shortly. 

Master Security Lending 
agreements to be signed with 
counterparties prior to engaging 
in stock borrow transactions. 
OSLA between MLESJ and 

ML11F in final stages of 
negotiation, 

3. Isa pledge required? If so, is it executed? 

Yes 

Documented under the Master 
Securities Lending Agreement 

4. What system will be used to track legal documentation? 


DOC.CCARS 

5. Does required compliance information exist? 


See Question 9 in the 
compliance section 

6. Have all legal issues been resolved? 



7, Have all relevant netting agreements been obtained? 


Netting opinions required for 

each new jurisdiction. 

8. Will additional headcount be needed? 

No 


9. What attorney is responsible for this product (Is outside 
counsel used, if so what for and what review will inside 
counsel perform)? 


Sarah Evans, Joe Hamilton, 

Martin Sandler and 

John McGreevy 

King & Spalding is outside 
counsel . 

10. Are there special licensing or registration issues required to sell 
this product? 

No 


1 1 . Patent protection should be explored for all newly offered New 
Products. Consider your New Product in relation to comparable 
existing products/services offered. Is your product novel and/or 
innovative? Is it offered in a way that is novel and/or 
innovative? If yes. please contact Jill Gaffney. 

No 


12. Do current Legal poiicy/procedures/control manuals 
adequately describe all processes required to support 
and control this new product? * 

Yes 


Ollier Comments 
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ALL QUESTIONS IN THIS SECTION MUST BE ADDRESSED: 

GLOBAL MARKETS AND INVESTMENT BANKING-NEW PRODUCT REVIEW COMMITTEE 
CONTROL TEMPI ATE 


FUNCT IONAL AREA YES/NO REMARKS 


Compliance 

DISCUSSED WITH: Lauri Scoran, Lesley Kumar 



1 . What Regulatory bodies govern this product / business? 

■ 

CSE - US derivatives 
transactions. US SRO’s -cash 
equity short sales. FSA - 
various MLI activities. 

2. Are there specific regulatory concerns & issues? 


None noted at this time 

3. Specific ML legal entities required? 

Cross-border requirements? 

Yes 

Detailed in transaction diagram. 

4. What region will clients/counterparties reside? 


All non-US counterparties 

5. Will there be a specific U.S. PATRIOT Act requirements? 


Regional specific anti money- 
laundering procedures will apply 
to all counterparties 

6. Are there specific local requirements and marketing 
restrictions? Registrations? 


None 

7. Specific client qualifications? 


Institutional investors and 
market counterparties as a 
defined term 

8, Specific trading and booking requirements? 


MLESJ cash equity transactions 
cannot be reflected on MLPFS 
books and records 

9. Are the transactions processed in a manner such that the 
transactions are available for internal compliance monitoring? 


Compliance will review 
technology enhancements upon 
completion*** 

10. Additional educational and training requirements? 


No additional training 
requirements noted at this time 

1 1 . Please describe the supervisory process including, 
interim/tactical/strategic procedures? 

1 

The Service Agreement between 
MLI and MLJES details 
authorized activities and 
required.controls. There are no 
additional supervisory controls 
required 

12. Compliance Officer assigned? 


Lauri Scoran - US 

Lesley Kumar - MLI 

13. Have all compliance issues been resolved? 


See below 

14. Do Compliance current policy/procedures/control manuals 
adequately describe all processes required to support and 
control this new product? 


MLI policies and 
procedures adequately support 
this new product 

Other Comments 



M ** As all technology enhancements are being reviewed in a "test" environment. GMI Compliance reauires 

notification when die first transactions is executed to test that books and records of MLPF&S are not affected. 
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ALL QUESTIONS IN THIS SEC! ION MUST BE ADDRESSED: 

GLOBAL MARKETS AND INVESTMENT BANKING-NEW PRODUCT REVIEW COMMITTEE 
CONTROL TEMPLATE 

FUNCTIONAL AREA YES/NO REMARKS 


Integrated Support Services (“ISS”) 

DISCUSSED WITH: Ted CampbelV Simon Thompson, 
Kevin Martin, Rob Caeaiano 






General 



J. Are there incremental resource requirements to support this 
product? Does this new product require additional headcount? 

No 


2. Does this product utilize an SPE? Is the SPE part of the SPE 
program? If an SPE is involved, then it must be included in the 
SPE database. Further information on SPEs is available at 
hUD://mifinnct.dals.ml.com:3777/Dls/norlal30/ui'l/naec/SPENTITlFS 

No 


3. Will GT&CS settle this new product transaction? If yes, 
responsible GT&CS Group needs to complete the GT&CS 
Section. 

Yes 


4. Does the product involve transactions that are reportable to a 
Regulator? If Yes, which system and who will deliver the 
transaction reports? What controls will be used to ensure the 
accuracy and completeness of reports to Regulator? 

Yes 

MLI - As existing business 

MLESJ - Jersey annual filings 
completed by Mourant (local 
admin, agent to MLESJ) 

Risk and Control 



5. Has the process flow been documented and have the key 
control points within ISS been established. 

Yes 

See appendix 

6. Will there be straight through processing from the trading 
system through operations to the general ledger. If not, what 
manual intervention is necessary? 


Dividends processed manually 
until CAPS build (planned end 
ofQl’06)-TCS will set 
volume limits 

7. If manual intervention, Will ISS impose any transaction or 
volume limits? If so, state these are daily or cumulative limits. 


See above - limits are for daily 
volume 

8. Are all ISS process and accounting procedures in place to 
handle the product? 

- Daily P&L flash reporting and P/L Explain 

- Estimate to actual reconciliation 

- G/L account ownership reconciliation 



9. Have all G/L accounts been established and ownership 
assigned? And in what Oracle general ledger account (provide 
account number)? 

Yes 


10. Does this product need a new trading book? If so, what will 
be the profile of the Book (Hedge or Naked Inventory)? What 
data feeds will be required for this new book (CAMS, RISK)? 

If the product requires new trading books, will these be set up 
in the Book Map database (linking trading books to ledger 
accounts)? 

Yes 

Yes 

MLI Book feeds as normal from 
RAM. 

MLESJ Book - MLI process 
(EBAR) eloned. All feeds 
replicated & UAT’d 

II. How will the feeds to Credit and Collateral be completed? 
What will be the process to make sure that they are reconciled 
and balanced? 

Does this information also feed Market Risk scenarios? 

Yes 

Via RAM 

Same feeds to Glacier & CAMS 
as used in BUCS 

12. Where will the hedges for this product be recorded? (Systems 
and entities) 


RAM - MLI & MLESJ 

13. Are there procedures or controls in place to check that on a 
regular basis there will be no operational breaks or unmatched 
fails with respect to the new product? 

Yes 

Daily fails reporting in TCS 

See control rec’s in appendix 
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ALL QUESTIONS IN THIS SECTION MUST BE ADDRESSED: 

GLOBAL MARKETS AND INVESTMENT BANKING-NEW PRODUCT REVIEW COMMITTEE 
CONTROL TEMPLATE 


FUNCTIONAL AREA 


YES/NO REMARKS 


14. Are there any non-standard client requirements to settle this 
product? Any special wers, currency issues, special 
calculations. 

No 


1 5. If there are multiple order collection points, state where. 

Have all respective Process Support teams signed-off 
the process flow that has been produced for Question 4? 

No 

Client lends slock to MLESJ 

16. Are Client Valuations required and, if so, are we in a 
position to provide these efficiently? Will this process 
use a standard approved template? 

Yes 

As existing process 

17. Which location will the Operations Client Service support 
to the Client/Business come from? What support requirements 
have been provisioned for support outside normal business 
hours? 


ML! - NY 

MLESJ - London 

1 8. Have all accountancy issues for the product been resolved? 

Yes 


19. Are there any remote booking issues (e.g. ML! booking by 

NY trading)? 

No 


20. Will the transaction be recorded on multiple 

ML entities? What systems and entities will be used to 
reconcile both intercompany balances and transactions? 

Yes 

MLI & MLESJ 

EBAR on ML1 & MLESJ 

Which Group is the primary owner of these 
intercompany transactions? 


NY BU finance (MLESJ) 

MLI Corporate Reporting 

Arc there formal intercompany reconciliation procedures in 
place to ensure intercompany transactions are properly 
recorded on legal and FMR basis? 

if complex intercompany transactions are proposed, prepare a 
pro forma consolidating financial statements. 


Standard Equity Operating 
procedure - EBAR on both 
entities feed Oracle.Steila Yan 
will face off with Ben Ryan 
group in London 
n/a 

2 1 . Who are the legal entity controllers and have they signed-off? 


MLESJ -John Jack 

MLI - David Thomson 

22. What is the balance sheet tail impact, i.e. what assets 
will theoretically remain on the balance sheet that will 
not produce acceptable returns for the future of the trade 
(e.g. NPV’d forward trades). 

n/a 

Expect trades to have approx 2 
week duration 

23. How will MTM’s and asset values be independently verified? 
What source? 


Standard RAM process 

24. Does the New Product fall within a current reserve policy? 

If not, why not? 

No 

Stock Loan trades fully 
collateralized. Sales to market, 
no reql for standard cash equity 
activity. Intercompany forward 
with Mil, no reserve req’t. 

Margin and Collateral Management 



25. Will this product fall within the scope of products currently 
supported by Collateral Management? i.e. OTC trades under 
an ISDA Master agreement and/or repo transactions covered 
under a PSA 1SMA agreement. 

Yes 

MLI TRS - as standard 

MLI v. MLESJ forward: drafted 
MLI OSLA: drafted 

26. If Collateral Margining is done in the business (e.g. ML Pro), 
has the process been approved by the business risk manager? 

n/a 
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ALL QUESTIONS IN THIS SECTION MUST BE ADDRESSED: 

GIX>BAL MARKETS AND INVESTMENT BANKING-NEW PRODUCT REVIEW COMMITTEE 
CONTROL TEMPLATE 


FUNCTIONAL AREA YES/NO REMARKS 


27. Has a daily automated transaction feed to the Collateral 

Management system (i.e. CAMS) been established and tested? 

If not, how will exposure be provided to Collateral 

Management to monitor margin requirements. 

Yes 


28. What will the process be to ensure that daily transaction feeds 
to Collateral Management are reconciled to books 
and records? 

n./a 

Daily RAM to EBAR 
reconciliation. No feed required 
to ISS Collateral group - see 
#29 

29. Are the collateral types required currently identified as 
eligible collateral types that can be supported by 

Collateral Management? 

n/a 

MLESJ will have an OTC with 
MLI. There arc no up front or 
MTM collateral provisions in 
the agreement, 

With Regard MLI’s TRS with 
the street, this will be as 
currently collateralized. 

30. Is die custodian identified currently suppoited by Collateral 
Management? If not, what control procedures will 
be implemented to ensure that CAMS is updated with 
accurate collateral balances? 


As Q29 

3 1 . Have all legal and tax issues been resolved regarding the 
safekeeping of collateral? e.g. Are there any operational 
steps required to perfect interest in the collateral or 
any potential tax withholding implications for holding 
the collateral? 


As Q29 

32. Are prices for the collateral readily available from 

an automated source and currently provided to CAMS ? 


As Q29 

33. Are procedures in place to independently verify 
collateral prices? 


As Q29 

34. Are there any special (i.e. non-standard) margin parameters 
required by Credit? e.g, deal haircuts, product carve-outs, etc. 

!f so, what control procedures will be implemented to ensure 
they are properly monitored? 


As Q29 

FX Control 



35. If this is a new legal entity or trading will be in a new 
currency, please contact Global FX Control (Tony Pico/ 

Ray Conover) to discuss. 


ALL USD 

Operation Risk 



36. Are there any unresolved process risk issues (e.g. significant 
reliance on manual procedures, knowledge dependence 
on few key people, data quality, lack of clear accountability 
and the inability to properly supervise). Please highlight 
the relevant processes. 

No 

Manual dividend processing 
until end ofQl’06. Limits 
placed on volume by TCS until 
CAPS fully in place 

Other 



37. Do ISS current policy/procedures/control manuals adequately 
describe all processes required to support and control this 
new product? 

Yes 

See attached process flows & 
controls 

Other Comments 

See Aooendix 
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ALL QUESTIONS IN THIS SECTION MUST BE ADDRESSED: 

GIXJEAL MARKETS AND INVESTMENT BANKING-NEW PRODUCT REVIEW COMMITTEE 
CONTROL TEMPLATE 

FUNCTIONAL AREA YES/NO REMARKS 


Transaction & Custody Services (“TCS”) 

DISCUSSED WITH: Marie Russo, Patrice Bleach, 

Pilar Jimenez, Barry Clements 



Trade Processing 



1. How will the product settle? Will local settlement agent be 
used? 

Yes 

Bank of New York with be the 
custodian for this activity. 

2. Are there any Depot Management changes to be considered? 

No 


3. Does the product have any non-standard settlement attributes 
(i.e. calculations)? 

No 


4. Will there be Straight-Through Processing from the Trading 
Systems through TCS systems to the General Ledger? If not, 
what manual intervention is necessary? 


Swift messaging to/from BNY. 

STP for both instructions being 
sent and confirms back to ML 

Custody 



5. Are there any unusual interest/redemption requirements for 
Reorg. and Dividends? 

NO 


6. Will there be Straight-Through Processing from the TCS 
Systems to the Trading Systems and the General Ledger? If 
not, what manual intervention is necessary? 

No 

The dividend booking process 
will be manual until the proper 
automation is in place 

7. Is Operations responsible for retrieving tax receipts? If not, 
specify who is. 

No 

The dividend process will not 
require the retrieval of tax 
receipts 

8. Will an outside Custodian/Trustee be needed? Has the 
required due diligence and service level been agreed by ISS 
and TCS? 

Yes, 

BNY 

9. Will there be any discretionary Corporate Actions? If so, how 
will they be processed? 

No 


1 0. Has provisioning been considered for long term reserves? 

No 

Trades are expected to be 2 week 
duration 

1 1. Is TCS required to act as Custodian? If so, can the assets be 
Re-Hypothecated? 

No 

BNY is acting as custodian 

Client Money/Asset Segregation 



12, Have requirements been reviewed to ensure there is adequate 
reporting of client assets for segregation purposes? 

N/A 

No clients in this transaction. 

General 



13. Will there be any new reconciliations for TCS? If so, are they 
to be included in the normal Reconciliation reporting process? 

Yes 

BNY will send cash 
movements/balances and 
securities movements/balances 
(MT535, MT536, and 

MT940/950). Reconciliations 
have been put in place in RECON 
to balance these statements versus 
MLESJ's books and records in 
EBAR 

14. Will the Unit Charging cost allocation methodology be 
utilized for the New Product? Have any incremental hires 
been included in the unit charge calculation? 


As normal 

15. Are there sufficient Disaster Recovery Procedures in places to 
handle this New Product? 

Yes 

Covered under existing systems 
and procedures. 

1 Client/Product Data ) 
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ALL QUESTIONS IN THIS SECTION MUST BE ADDRESSED: 

GLOBAL MARKETS AND INVESTMENT BANKING-NEW PRODUCT REVIEW COMMI TTEE 
CONTROL TEMPLATE 

FUNCTIONAL AREA YES/NO REMARKS 


16. Where will the product data reside? Will the product require 
different indicative data information from that currently 
available in the existing databases (e.g., SMDB, S3D, STS)? 
What systems will this product data need to be distributed to, 
and who will be responsible for setting up the data and 
monitoring its distribution? 


Trader will be responsible for 
setting up swap in RAM , same 
as current process. Activity will 
not require a ML Security #. 

Data will flow STP from RAM 
to HBAR. Janus will require 
underlying equity data from 

S3 D via PME, same as current 
process. PDS is responsible for 
data in S3D and PME. 

17. Can sufficient documentation be obtained from the client and 
third party sources to verify the clients’ details and perform the 
required regulatory checks (e.g. money laundering)? Who will 
be responsible for setting up new clients at the legal entity 
level? Who will be responsible for setting up new clients at the 
fund / account level? Will all new clients (entities and funds) 
carry CoPeR identifiers? 

Yes 

MLESJ new counterparties to 
follow standard account opening 
procedures. 

Other 



18. Do TCS current policy/procedures/control manuals 
adequately describe all processes required to support and 
control this new product? 

Yes 

Procedures and controls as per 
attached controls summary. 
Settlement procedures to be 
finalized with BNY. 

Other Comments 

Corporate Actions: 

Volume restrictions will be in place until the CAPS build is 
completed in Q 1/2 of 2006. Any other Corporate Action event 
outside of Cash Dividends will be unwound immediately by the 
trading desk. 
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ALL QUESTIONS IN THIS SECTION MUST BE ADDRESSED: 

GLOBAL MARKETS AND INVESTMENT BANKING-NEW PRODUCT REVIEW COMMITTEE 
CONTROL TEMPLATE 


FUNCTIONAL AREA 

VES/NO 

REMARKS 

ISlgiillfSllll * 1 

■H 

Funding & Liquidity 



1. What is the estimated range amount of funding required? 
Please note relevant currency (s). 

2. How much funding will be provided by: (a) Treasury, (b) the 
secured markets, (c) deposits, and/or (d) other (please explain)? 

3. What is the likely term of any assets booked? What is the 
expected holding period of such assets? What is the exit 
strategy (e.g., sell, securitize, etc.)? 


$300 mm equity investment in 
MLESJ, All other funding 
requirements, other than 

intraday funding from ML 
Group to extinguish short sale, 
are self-funded. Intraday 

funding is $400mm in example, 
but could be as high as $2,5 bb 
(total program size). Expected 
term of trades: 15-30 days. All 
figures in US$. 

4. Will tli is proposal generate cash? 

No 


5. Will any specific financing pricing be required? 

No 


6. If Treasury funding is required, have intercompany loan 
accounts been arranged? 

Yes 

$ 300mm Demand Note and 

Sl.Ob Credit Facility with 
ML&Co. have been 
established. 

7. Does this proposal commit Merrill Lynch to provide any 
funding at a ftiture date? If so, please describe in detail. 

No 


8. Will ML need to issue product specific liabilities (e.g., 
structured notes)? 

No • 


9. Are there any open issues related to the incorporation of the 
business/product into Treasury's systems or forecasting 
processes? Please describe intended cash forecasting process. 

No 


10. For ML Banking entities, are there any 23 A or 23B issues 
precluding certain affiliate transactions? 



Credit Enhancement 




27 


ML-PSI-0345 




827 


ALL QUESTIONS IN THIS SECTION MUST BE ADDRESSED: 

GLOBAL MARKETS AND INVESTMENT BANKING-NEW PRODUCT REVIEW COMMITTEE 
CONTROL TEMPLATE 


FUNCTIONAL AREA 

YES/NO 

REMARKS 

11. Is there anything about this product/transaction that is linked to 
ML&Co. credit either directly (by providing a guarantee) or 
indirectly (through rating triggers, cross defaults, etc)? If so, 
please describe in detail. 

No 


12, Will collateral be required to support any activities associated 
with the initiative? Will any collateral be received as a result of 
this initiative? If so, can it be rehypothecated? Please describe 
the type of collateral pledged to/from ML. 

Yes 

Cash will be posted by MLESJ 
to collateralize the stock loan 
from ML11F. No collateral to be 
received. 

1 3. Will this product require a new ML&Co. guarantee? If so, 
please contact Treasury regarding approval under ML’s 
guarantee policy (3.09). 

No 


Financial Statements and Notes 



14. Can this proposal be handled within GMl’s existing balance 
sheet limits? 

Yes 


15. Are there any special disclosure requirements in ML&Co.’s 
financial statements, or in the footnotes, as result of this new 
product (e.g., SPEs, credit triggers, guarantees)? 

No 


Subsidiary Capital Planning 



16. Which existing legal entities are impacted? Will any new 
entities be required? Will they be consolidated? 

Yes 

Impacted entities: ML Group, 
MLI, ML&Co. New 
consolidated entity required: 
MLESJ. 

17. Are there any intercompany transactions? Please describe. 

Yes 

Equity investment 
(ML Group /MLESJ.) 

Temporary cash loan 
(MLESJ/ML&Co.) 

Credit Facility 
(ML&Co./MLESJ) 

Forward Contract 
(MLl/MLESJ.) 

1 8. On the margin, does this product require subsidiary capital? 
Regulatory capital (regulated entity) or legal capital 
(unregulated entity)? 

Yes 

Minimal incremental reg 
capital in MLI to support mark 
op total return swap and 
forward contract as trades 
expected to have term of 1 5-30 
days. 




19. Can MLRE be calculated using Corporate Risk Management’s 
event risk analysis (market risk) and credit capital model 
(default risk)? If not, how will MLRE be determined? 



Insurance 
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ALL QUESTIONS IN THIS SECTION MUST BE ADDRESSED: 

GLOBAL MARKETS AND INVESTMENT BANKING-NEW PRODUCT REVIEW COMMITTEE 
CONTROL TEMPLATE 


FUNCTIONAL AREA 

YES/NO 

REMARKS 

20. Will any non-ML employee serve on the board of a legal entity 
where ML has an ownership interest? Will any ML employee 
serve on the board of a non-ML entity? If so, have D&O 
insurance issues been addressed? 

No 


FX 



21. If applicable, has the FX hedging strategy been mapped out and 
all execution issues resolved? Have all booking and risk 
reporting issues related to the hedging activity been resolved? 



Banking & Operations Impact 

■ | 


22. Will any bank services be purchased (e.g,, trust, custody, tri- 
party, cash management functions, etc.)? 

Yes 

BNY custody, clearing and 
cash management. 

23. Will this require new external bank or custodian accounts? 

Who has the authority to operate the new external bank 
accounts? 

Yes 

Noreen O’ Han Ion et al. 

24. Is any intra-day credit or overnight bank credit required? 

Yes 

Intraday credit from ML&Co. 
to fund reversal of short sale. 
US$400 million in example, but 
could be higher. Also 
discussing economics of 
daylight funding with BNY. 

25. Are there any other external credit requirements (e.g. letters of 
credit)? 



Other 



26. Do Treasury current policy/procedures/control manuals 
adequately describe all processes required to support and 
control this new product? 

Yes 


Other Comments 
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ALL QUESTIONS IN THIS SECTION MUST BE ADDRESSED: 

GLOBAL MARKETS AND INVESTMENT BANKING-NEW PRODUCT REVIEW COMMITTEE 
CONTROL TEMPLATE 


FUNCTIONAL AREA 

YES/NO 

REMARKS 

Regulatory Reporting 

DISCUSSED WITH; Martin Abbott/Richard 

Groves/Mike Cahill 



1. Does required regulatory information exist for inclusion in 
ML’s regulatory filings? 

Yes 


2. Are there automated data feeds to Regulatory Reporting? 

Yes 


3, Have all regulatory capital and reporting issues been agreed 
with Regulatory Reporting? 

Yes 


4. What legal entity(s) will this product be booked on? Will 
there be any remote booking? Is the entity authorised for this 
activity? 


ML! will be used for 
TRS\Forward. 

Remote Booking guidelines will 
apply 

5. Are any Regulatory approvals required? 

No 


6. Will this product be excluded from the scope of any VAR- 
based reporting? If so, has Regulatory approved the 
justification for exclusion, and any compensating controls 
required? 

No 


7. Will the introduction of this product necessitate pre- 
notification to regulators? 

No 


8. What is the anticipated Regulatory Capital usage of the new 
product for ML&Co., as well as for each legal entity where 
this product is booked? What is the basis for the calculation of 
this regulatory capital charge for ML&Co. and for each legal 
entity for which regulatory capital is required? 


MLI will be market risk flat . 

This proposal will therefore 
only attract regulatory capital in 
respect of counterparty credit 
risk. 

Assuming maximum aggregate 
notional of $ 1 bn, reg cap would 
be less than $15m. 

9. Have all initial and ongoing filing requirements, that are to be 
met as a result of any new exchange memberships or similar 
organizations, been addressed. 

n/a 


Other Comments 
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ALL QUESTIONS IN THIS SECTION MUST BE ADDRESSED: 

GLOBAL MARKETS AND INVESTMENT BANKING-NEW PRODUCT REVIEW COMMUTER 
CONTROL TEMPI ATE 


FUNCTIONAL AREA 


REMARKS 


Accounting Policy 

DISCUSSED WITH: Anthony Galante 



i. General Legal Entity Issues: 



• Does the product require the establishment of a new entity? 

Yes (1 

MLESJ. 

• Will tlic product require the consolidation of the new entity by 

entity) 

Yes 

MLESJ. 

ML? 



• Does the product involve any external legal entity reporting 

No 


which is not currently in place? 



• Identify any legal entity (entities) that will carry inventory. 


• ML1: accrual total return swap 

investment or other balance sheet positions. 


with market and accrual 

• Identify entities in which income/loss will be recognized. 


forward (really a TRS) with 


MLESJ. 

• MLESJ.: accrue stock borrow 
from ML11F, mtm short sale 
with market, accrual forward 
(really a TRS) with MLI and 
accrue any interco loans or 
debt. 

• ML Group: records loan or 
investment in affiliate 
(MLESJ) 

• Does the information exist for inclusion in ML’s corporate 

Yes 


filing? 

• 



2. Are there any FAS 1 40/FRS 5/IAS 39 True sale issues (c.g.. 

No 

Standard stock borrow 

Sales to SPE’s, sales with calls or puts, etc)? 


accounting under FAS 140 

3. Are there any consolidation issues - are there any SPE’s 

Yes 

ML Group expected to 

involved? 


consolidate MLESJ 

4. If an SPE is involved, is it a QSPE, VIE or Voting 

VIE 


Interest Model? 

• If a VIE, has the FIN 46 consolidation test been 



completed? 

N/A 


5. Is there an expectation that the new product will generate 

No 

.Profit will be generated on an 

significant day one profits? 


accrual basis via the stock 

• If so, are there any initial revenue recognition items that 


borrow transactions 

need to be discussed with the 02-03 Committee? 
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ALL QUESTIONS IN THIS SECTION MUST BE ADDRESSED: 

GLOBAL MARKETS AND INVESTMENT BANKING-NEW PRODUCT REVIEW COMMITTEE 
CONTROL TEMPLATE 


FUNCTIONAL AREA 


YES/NO REMARKS 


6. General - Financial Statement Treatment: 

• How would the new product appear on ML&Co.’s 

consolidated balance sheet and/or subsidiary balance sheets 
(assets/liabilitics)? 

• How would the new product appear on ML&Co.’s 

consolidated statement of operations and/or subsidiary 
statement of operations (revenues/expenses)? 


• Securities Borrowing Asset 
(MLESJ stand a!one)Short 
Inventory Liability (MLESJ 
stand a!one)Treasury 
Financing Liability (ML 
Group stand alone) 

• Total return swap (MLI stand 
alone) 

Principal Transactions 

• • Mtm Gain/Loss on 

Short Inventoty 

• Mtm Gain/Loss on 
TRS Hedges 

Net Interest 

• Securities Borrowing 
Fee 


Does the new product involve a consolidated entity with 
minority interest? 

Does the new product provide for any guarantees by a ML 
entity? 

Are there any other footnote or MD&.A disclosures issues 
associated with the product? 


No 

No 

No 


Part of standard FAS 140 
disclosure and guarantee (if 
any) disclosure 


Use of Public Accounting Firms: 

Will the product require the employment of a public 
accounting firm? 


Yes 


D&T has performed initial audit 
, of MLESJ 


8 . 


9 . 


Is there an opinion from an external accounting firm? Yes 


Have all initial and ongoing filing requirements, that are to be N/A 
met as a result of any new exchange memberships or similar 
organizations, been addressed. 


Audit Opnion for audited 
financials 


Other Items 


Describe any non-US GAAP considerations 
Are there any open accounting issues? 


None 

None 


Other comments 

Conclusions subject to review of final documents - not a pre-trading condition. 
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ALL QUESTIONS IN THIS SECTION MUST BE ADDRESSED: 

GLOBAL MARKETS AND INVESTMENT BANKING-NEW PRODUCT REVIEW COMMITTEE 
CONTROL TEMPLATE 


FUNCTIONAL AREA 


YES/NO REMARKS 
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ALL QUESTIONS IN THIS SECTION MUS I BE ADDRESSED; 

GLOBAL MARKETS AND INVESTMENT BANKING-NEW PRODUCT REVIEW COMMITTEE 
CONTROL TEMPLATE 

FUNCTIONAL AREA YES/NO REMARKS 


Technology 

DISCUSSED WITH: Mark Taylor & Jay Daiudger / 
Gulzar Patel 



1 . Understanding of requirements and impact on Technology 
a) Has Technology received sufficient information in respect of 

Yes 

Design document provided to 

the new product to be able to determine the impact on current 


all tech teams impacted by 

Technology applications, connectivity, support levels and 


change with a detailed build list 

capacity requirements? 


agreed. 

b) Has a volume (to be provided by the business) / capacity (to be 

Yes 

volumes being under 50 Baskets 

calculated by technology) projection for the anticipated 


a month, which each technology 

workload over the next two years been prepared? 


team has individually assessed 
any workload impact. 

2. Applicability of this section of the NPR 
a) Does this new product require: 

■ New Technology applications or enhancements? 

Yes 

Enhancements to accommodate 

• New Technology equipment or capacity? 


new entity 

■ New or modified links to internal or external systems, clients 

No 

Existing infrastructure 

counter-parties or exchanges? 

Yes 

Modified internal interfaces 

■ New or increased usage of Global Technology & Services? 


between system to process new 

■ New or enhanced business continuity, contingency & recovery 


entity data 

or information security arrangements? 
b) Does this product delay the retirement of any applications? 

Yes 

Somewhat increased usage in 

c) Does this new product require Technology investment/ project 


terms of maintaining new entity 

costs or incremental ongoing Technology costs? 

No 

All existing platfonns 

If the answer is NO to all of Questions 2 (a) to (c) then questions 

No 


three through to eleven within the Technology section of the NPR 

Yes 

Total cost of delivering the 

checklist do not need to be completed 


change across all systems is 
$382,900. No incremental 
ongoing cost as pait of existing 
structure 

3. Application developments and enhancements 

a) What is the planned release date for the new applications/ 


5th Nov 2005 

modifications for this product? 
b) Are future developments/ enhancements planned? 

Yes 

Automated CAPS feed to 

c) What, if any, information will be maintained ofF line or in note 


process dividend payments. 

or comments fields in the applications? 


Manual process in Place till Feb 

d) Are there any known system limitations or required manual 


06 

workarounds and have these limitations been explained to the 
users and signed off by them? 

n/a 


e) Are there any additional training implications of the 



Technology changes and is this training planned? 

No 


0 Has approval been obtained from change management? 

No 

AH existing users of the 
technology 


No 

PRR In place ready for approval 
based on UAT sign off 
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ALL QUESTIONS IN THIS SECTION MUST BE ADDRESSED: 

GLOBAL MARKETS AND INVESTMENT BANKING-NEW' PRODUCE REVIEW COMMITTEE 
CONTROL. TEMPLATE 


FUNCTIONAL AREA YES/NO REMARKS 


4. Application Retirement 

a) Have any of the applications required to process this product 

No 


been scheduled for retirement, and if so when? 
b) Will this product delay the scheduled retirement of any 

No 


application? If so please provide details. 



5. Equipment and capacity 

What are the incremental support requirements for this product re: 
a) Application hardware (e.g, Servers)? 

None 

All existing hardware 

b) Data storage, requirements on Managed Storage Service and 

None 

Due to the small volumes 

replication? 


incorporated into existing 

c) Backup and recovery requirements and profile? 

d) Other technology equipment? 

None 

storage 


None 


6. Global Technology & Services 

a) Who in Global Technology Services (GT&S) has reviewed the 


Jay Danziger, Lee Nicholls, 

GT&S support requirements and incremental costs? 
b) Are there any GT&S support capacity limitations and if so 

No 

William Wong, Chris Long 

have these been documented and agreed with the business? 
c) Are there any special support requirements outside of Mon-Fri 

No 


9am to 5pm? 

d) Do GT&S have any outstanding issues with respect to their 

No 


capability to support this product? 



7. Connectivity and processing 

a) Are there any issues which will remain outstanding following 



the launch of the product, and if so how/when they will be 
resolved with: 



■ Market data feeds and connection to third parties or 

No 

Existing infrastructure with 

exchanges? 


New entity data in place 

■ Network connections or increased network bandwidth 

No 

requirements? 

■ Interaction with clients, counter-parties and exchanges? 

No 


" Prices and valuation models? 

No 


■ Feeds to Credit, Market risk, Finance and settlement? 

No 


■ Particular time zone issues for this product? e.g. will the 

No 


product require the same market data feeds at different times, 
or will the product require booking to an application outside 
the hours it is supported? 



b) Will the new product require valuation models? 

■ Have these valuation models been approved by QRM? 

No 
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ALL QUESTIONS IN THIS SECTION MUSI BE ADDRESSED: 

GLOBAL MARKETS AND INVESTMENT BANKING-NEW PRODUCT REVIEW COMMITTEE 
CONTROL TEMP1.ATE 


FUNCTIONAL AREA YES/NO REMARKS 


8. 

Testing 



a) 

Is there a documented test plan? 

Yes 

UAT Pack sent to all business 




users required for testing and 
sigh ofF agreed 26"' Sept 

b) 

Is testing complete? If so what are the results, if not when is it 

No 

Due to complete UAT by 21“ 


due to be completed? 


October 

C ) 

Has integration testing been performed and, where necessary, 

Yes 

Integration testing complete 30’ h 


does it include end to end testing with third parties e.g. 


Sept. BNY custodian testing 


clearing and exchange systems? 


14*- 19* October 

<0 

Was load testing required? 

Yes 

Performance testing in EBAR 
scheduled 26 th - 28 ,h October 

e) 

Which users are signing off on the UAT? 

Yes 

Sign -off by each business area 
manger in charge of testing 

o 

What is the planned end date for UAT? 

Yes 

2i rt September 

g) 

Have any critical bugs/limitations been identified? 

No 

All bugs been resolved 

h) 

Are there any outstanding issues? 

No 


9. 

Business Continuity Planning and Contingency and Recovery 



a) 

Has a criticality assessment been made of the applications 
required to process trade, risk manage and settle this product? 

No 


b) 

Where are the production and DR systems located? 


See Table below 

c) 

Where are the production and back up data stored? 



<0 

When were the DR arrangements re these critical applications 
and data storage last tested? 



e) 

Have the BCP and C&R arrangements for this product been 
documented and agreed with the Business? 

No 


0 

Have any shortfalls in BCP and C&R arrangements been 
explained to and accepted by the Business? 

No 


I 10. Information security 



a) 

Does the new product/system meet the minimum security 

Yes 

Architecture is all standard 


control guidelines contained in the Merrill Lynch & Co., Inc. 
Information Protection Standards (details at 

httoV/mlisp. worldnet.ml.com/policies procedures/isp.html? 


equities for new entity 

b) 

Does the product have any external connectivity requirements? 
If so, have any firewall requirements been discussed with 
Information Security? 

No 


c) 

Have security administration activities of the product been 
discussed with the Security Admin. Group? 

No 
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ALL QUESTIONS IN THIS SECTION MUST BE ADDRESSED: 

GLOBAL MARKETS AND INVESTMENT BANKING-NEW PRODUCT REVIEW COMMITTEE 
CONTROL TEMPLATE 


FUNCTIONAL AREA 


YES/NO REMARKS 


1 1, Technology Costs 

a) Do the forecast technology costs for this new product cover: 

■ Each of application development, application support, GTS, 
GTS utility and user paid technology costs, and 

■ Include both project costs and incremental ongoing costs. If 
not please detail them. 

b) Have the forecast application development and support costs 
been calculated and signed off by both Business Technology 
and Business Technology Finance (please list individuals)? 

c) Have the forecast GTS costs (including Utilities) been 
calculated and signed off by both GTS and GTS Finance? 

d) Have die Technology costs been approved by the relevant 
Technology governance body, budgeted for and included in 
the Technology cost forecast? 

e) Have each of the technology cost forecasts (including user 
paid costs) been explained to, and signed off by the Business? 

Yes 

Yes 

Yes 

Yes 

Yes 

Yes 

Covers all Development support 
and production costs 

No incremental ongoing costs as 
part of existing infrastructure 
Forecast vs Actual presented in 
Weekly steering. Figures 
obtained from BEN and finance 
at month end. Ron Depoala, and 
Jay Danziger (tech). Ted 

Campbell and Rob Cleasby 
(Business) 

Same as above 

Breakdown of build vs cost 
presented to the business 





12. Do Technology current policy/procedures/control manuals 
adequately describe all processes required to support and 
control this new product? 

Yes 

Reviewed flows with team to 
ensure this flow is covered by 
existing procedures. 

Other Comments: 




System 


Prod System Location 

DR Location 

Prod D8ta Location Backup data location 

Last DR test 

RAM 

Bill Wong 

MLFC 

NY Teleport 

London. MLFC 

London. GV 

NY 21/9/2005. LN. Ql 2005 

TESS 

Stuart Freemen 

MLFC 

Greenwich View 

MLFC 

Greenwich View 


JANUS 

Matt Thornton 

MLFC 

GV 

MLFC 

GV 

May-05 

EBAR 

Mark Taylor 

MLFC 

GV 

MLFC 

GV 

May-05 

RECON 

Howard Breen 

MLFC 

GV 

MLFC 

GV 


BUCS 

Kevin Mitchell 

London: MLFC. NY. Teleport 

London. GV. NY: North Tower 

London: MLFC 

London . GV 

NY 21/9/2006. LN:Q1 2005 
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ALL QUESTIONS IN THIS SECTION MUST BE ADDRESSED: 

GLOBAL MARKETS AND INVESTMENT BANKING-NEW PRODUCT REVIEW COMMITTEE 
CONTROL TEMPLATE 

FUNCTIONAL AREA YES/NO REMARKS 


Contingency Planning Control 

DISCUSSED WITH: Michael Giobbe 



1 . Are documented and tested contingency plans in place on all 
new technology infrastructures? 

1 

Using ail existing infrastructure 

2. Are contingency plans satisfying ML standards on existing 
technology infrastructures? 

|| 

Desktop and Server recovery in 
place as using existing systems. 

Other Comments: 




Corporate Audit 

DISCUSSED WITH: Steven Perkins 



1 . Are there any special or other issues that should be noted? 




Front Office/COO 

DISCUSSED WITH: Roger Anerella, John Thurlow 



1 . Do current front office guideline documents addressing 
trader mandates, legal entity usage and management 
oversight adequately reflect controls over this new product? 

Yes 
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From: 

Sent: 

To: 

Bcc: 

Subject: 


Wilson, Ashley (London) <A_Wilson@ml.com> 

Friday, January 18, 2008 5:34 AM 

Addis, John (Structured Equity Finance & Trading) <john_addis@ml.com> 
Addis, John (Structured Equity Finance & Trading) <jaddis@ml.com> 

FW: Exclusive Lending Agreements - Janus Capital and Foreign & Colonial 


— Original Message — 

From: Wilson, Ashley (London) 

Sent: 18 January 2008 10:33 

To: 'Chris Poikonen'; Pritchard, Hamish (London); Patel, Rajeev (London) 

Cc: Jay Lovejoy 

Subject: RE: Exclusive Lending Agreements - Janus Capital and Foreign & Colonial 
Chris, 

Thanks for your prompt response. 

The advice we have received from external counsel differs from your interpretation below, however, I believe you are 
currently working with Raj on a non legal solution. 

I hope this matter comes to a swift resolution 

Regards 

Ashley 


— Original Message — 

From: Chris Poikonen [mailto:cpoikonen@ESECLENDING.com] 

Sent: 17 January 2008 18:45 

To: Pritchard, Hamish (London); Wilson, Ashley (London); Patel, Rajeev (London) 

Cc: Jay Lovejoy 

Subject: RE: Exclusive Lending Agreements - Janus Capital and Foreign & Colonial 
Hamish / Ashley / Raj, 

After deliberating with my colleagues on this issue, we would like to further discuss the Janus end F&C ESLA’s with 
Merrill in an effort to resolve Merrill's concerns: 

1) SFTC disagrees with Merrill's position that the wording in Section 8 of the Janus ESLA (Section 7 of the 
F&C ESLA) should sen/e as grounds for termination. No regulatory, legal or political event has taken place 
which has had the result of terminating or materially restricting the securities lending business (either 
generally or as relates specifically to either the lender or borrower). The derivatives inquiry by the IRS 
and/or the senate subcommittee does not itself rise to the level of a regulatory, legal or political event as 
applied to securities lending; or even in the general sense, as no action has been taken by either body to 
restrict or terminate securities lending. Merrill appears to be making a business decision based 

on Merrill's assessment of the climate surrounding this trade and factors particular to Merrill, as opposed to 
a regulatory, legal or political event which materially restricts lending. 

2) Additionally, as of yesterday's close of business market values, no Material Change event has 
been trigger in relation to any of the four lots at issue (please see the attached spreadsheet). The 
appropriate benchmark reference in the Janus ESLA is the market value of the awarded lots as of Term 
Start Date, and in regards to the F&C ELSA, the number included in Schedule 1 (which reflects the market 
value of the US component of Lot 11 as of auction date). It should be noted that recent market trends 
would suggest that a potential breach of these triggers is more likely than not, but at present has not 
happened. 

Any assistance that eSec can provide to Merrill is based solely on eSec’s business relationship with Merrill, which 
we highly value, and not as a result of the contractual terms of the aforementioned ESLA’s. We would like to 
note that to date Merrill is the only borrower counterparty in our program that is seeking to terminate an ESLA as a 
result of the IRS and/or Senate probe into offshore derivatives trading. 

We have every intent and hope that this issue can be resolved in the context of continuing what has been to this 
point a mutually beneficial relationship. 

I look forward to discussing this in greater detail with you at your earliest convenience. 


Permanent Subcommittee on Investigations 

EXHIBIT #45 - FN 262 
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Regards, 

Chris 


From: Pritchard, Hamtsh (London) [maifto:hamish_pritcharti@ml,com] 

Sent: Thursday, January 17, 2008 7:54 AM 

To: Chris Poikonen; Mark Wilson 

Cc: Wilson, Ashley (London); Patel, Rajeev (London) 

Subject: Exclusive Lending Agreements - Janus Capital and Foreign & Colonial 


Dear Chris & Mark 

Many thanks for meeting with us early on today on short notice. As explained verbally, as a result of the actions by 
the US Senate's Permanent Subcommittee on investigations our Jersey entity (Merrill Lynch Equity Solutions 
Jersey or MLESJ) has had to cease trading in regards its stock lending activities for US stocks. As a result of this 
we are seeking to have the Lender recall the securities in line with the wording as set forth below. The wording can 
be found in Clause 8 of the ESLA between MLESJ and Janus Capital dated 30 Oct 2007 and Clause 7 in the ESLA 
between MLESJ and F&C dated 6 Nov 2007. 

Our opinion is that as the securities lending business of MLESJ undertaken in these Agreements has been 
materially restricted, (to the point where we are unable to borrow any of the US securities within the lots), the 
clause therefore requires the Lender to recall ell outstanding loans, for the borrower to return all loaned securities 
and for the Agreement to terminate. 

We feel that this is the best and most appropriate way of handling the unfortunate situation for all concerned as it 
will allow the yourselves and the Lender to take the lots and look to re-bid / place them elsewhere with an entity 
who is able to utilise them. Whilst MLESJ has the right to renegotiate and ultimately terminate if a new fee level 
cannot be agreed (such agreement of a new fee would be difficult given MLESJ's position) on a number of the 
Janus lots (38 & 27) due to their performance having decreased by 20% or more we would prefer to avoid this 
route as it would (in our view) merely prolong the process. 

I understand you wilt wish to consult with your colleagues and legal counsel and look forward to your response. 
Please let me know if I can be of further assistance. 

Kind Regards 
Hamish 

Clause 7/8 

"If by reason of a regulatory, legal, political or any other similar event, Lender suspends all securities lending, 
and/ or the securities lending business is terminated or materially restricted . Lending Agent shall recall all 
outstanding Loaned Securities, no new Loans will be allowed, end this Agreement shall terminate on the day after 
the day on which all Loaned Securities are returned. The Exclusive Fee shall continue to accrue on all Loanable 
Securities until all Loaned Securities are returned." 


This message w/attachments (message) may be privileged, confidential or proprietary, and if you are not 
an intended recipient, please notify the sender, do not use or share it and delete it. Unless specifically 
indicated, this message is not an offer to sell or a solicitation of any investment products or other financial 
product or service, an official confirmation of any transaction, or an official statement of Merrill Lynch. 
Subject to applicable law, Merrill Lynch may monitor, review and retain e-communications (EC) 
traveling through its networks/systems. The laws of the country of each sender/recipient may impact the 
handling of EC, and EC may be archived, supervised and produced in countries other than the country in 
which you are located. This message cannot be guaranteed to be secure or error-free. This message is 
subject to terms available at the following link: http://www.ml.com/e-communications terms/ . By 
messaging with Merrill Lynch you consent to the foregoing. 
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From: Abdoo, Brian (Multi -Product Marketing) <brian_abdoo@ml.com> 

Sent: Wednesday, April 25, 2007 8:22 PM (GMT) 

To: Seaton, Graham (ML Strategic Solutions Group) <graham_seaton@ml.com> 

Bcc: Seaton, Graham (ML Strategic Solutions Group) <gseaton@mI.com> 

Subject: FW : crescent/olayan follow up 

Attach: image001.gif 


Original Message — 

From: John 0. Wolcott (JOW) [mailto:J.Wolcott@Otayangroup,com] 

Sent: Friday, April 20, 2007 3:37 PM 

To: Abdoo, Brian {Multi-Product Marketing) 

Subject: RE: crescent/olayan follow up 


Brian — 

Just for the avoidance of doubt as Sonny and his brethren say, it works with IBM, then JPM, then AIG, ad nauseum 
as long as you change names and have a business reason for doing so, but Don has cautioned us that converting the 
JPM dividend to nontaxable ordinary income lending the shares just long enough to cover the record dates quarter 
after quarter does not And perhaps other clients are less concerned about playing the audit lottery than are we. Why 
not take this back around the hom the other way and ask John to ask his Shearman contacts to talk to Don who 
would then revert to us? 

Good weekend — 

— -John 


From: Abdoo, Brian (Multi-Product Marketing) [mailto:brian_abdoo@mi.com] 

Sent: Friday, April 20, 2007 2:25 PM 
To: John O. Wolcott (JOW) 

Subject: RE; crescent/olayan follow up 

sorry for the confusion on this but i'm convinced that something is being miscommunicated here somewhere - i'm pretty 
sure that S+S has acted as outside council for some of our existing counterparties while they were looking at this trade - i 
think those counterparties are fairly conservative and would not be doing this without S+S's consent especially since they 
’“trade’ much more frequently than i think you would (they own many more stocks i think), i’ll check with John and make 
sure my facts are right and if they are lets work to set up that call and hopefully straighten things out. (i'll call you before 
doing anything) 

— Original Message 

From: John O. Wolcott (JOW) [mailto:J.Wolcott@Olayangroup.com] 

Sent: Thursday, April 19, 2007 5:33 PM 
To: Abdoo, Brian (Multi-Product Marketing) 

Subject: RE: crescent/olayan follow up 


Our contact, Brian, is Don Lonczak, who says he knows John pretty well. Don has talked to a number of his 
partners, all of whom tell him that the transaction works, as I said, once, maybe twice because repeated use, 
coincidentally around dividend payment time, would provide a strong case for the IRS to assert tax evasion. So 
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yes, looking at it in a vacuum, it works, it is the repeated “overuse” , e.g. pigs trying to be hogs, that proves 
problematic. 

But !'d be happy to listen to them discuss its merits. 

— John 


From: Abdoo, Brian (Multi-Product Marketing) [mailto:brian_abdoo@ml.com] 

Sent: Thursday, April 19, 2007 4:29 PM 
To: John 0. Wolcott (JOW) 

Subject: RE: crescent/olayan follow up 

hey john - i wanted to get back to you on this, who did you talk to at sherman 7 i'm pretty sure that we can 
get them comfortable, perhaps with a few modifications, they've represented some of our other counterparties 
doing this trade with us. it might be best to get all the relevant people on a call - you, john addis, and your sherman 
contact along with anyone else you can think of. what do you think ? 

- — Original Message — 

From: John 0. Wolcott (JOW) [mailto:J.Wolcott@Olayangroup.com] 

Sent: Thursday, March 29, 2007 4:33 PM 
To: Abdoo, Brian (Multi-Product Marketing) 

Subject: RE: crescent/olayan follow up 


Thanks, Brian. I'm told that our contacts at Shearman know John Addis quite well and report that they are apparently 
satisfied that the transaction works. Once. Or maybe twice, but not necessarily in succession, the reason being that 
repeated "abuse" (my hyperbolic word, not theirs) without a non-tax related business purpose would quickly lead the 
IRS to such conclusion. Might John have further comment? 

-John 


From: Abdoo, Brian (Multi-Product Marketing) [mailto:brian_abdoo@ml.com] 

Sent: Thursday, March 29, 2007 1:27 PM 
To: John 0. Wolcott (JOW) 

Subject: FW: crescent/olayan follow up 

john - sorry this has taken so long to get to you - as a follow up to our meeting and our "gemini” product that 
can enhance the effective dividend you get on physically held US stocks (like OXY), here is our standard 
"indemnity" language that you were looking for - please review it and let me know your thoughts, if i'm doing 
my math right, i think this can save you around $7 million per year on OXY. thanks. 


“6.5 Unless otherwise agreed, all payments under this Agreement 
shall be made on the due date without any withholding or deduction 
whatsoever unless required by law on account of tax. If any 
deduction or withholding on account of tax is required by law to be 
made from any payment between the parties hereto, then the payor 
shall pay in the same manner and at the same time such additional 
amounts as would result in the receipt by the payee, free from any 
such withholding or deduction, such amounts as would have been 
received by the payee had no such deduction or withholding been 
required to be made and shall at the same time supply tax vouchers in 
respect of the same if requested.” 
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Brian Abdoo 

Managing Director - - 

Multi PrDduct Marketing " Redacted bp ,he p ' rma ” ent 

212-449-4566 (work) Subcommittee on Investigations 



brian_abdoo@mi.com 


If you are not an intended recipient of this e-mail, please notify the sender, delete it and do not read, 
act upon, print, disclose, copy, retain or redistribute it. Click here for important additional terms 
relating to this e-mail, http://www.ml.com/email_terms/ 


This communication and any files transmitted with it may be confidential or privileged. Disclosure, 
distribution or copying of this 

communication may be prohibited. Website: http://www.olavan.com 
Offices: Athens, London, New York, Riyadh, Al-Khobar, Jeddah, Vienna 


a 


This communication and any files transmitted with It may be confidential or privileged. Disclosure, 
distribution or copying of this 

communication may be prohibited. Website: http://www.olavan.com 
Offices: Athens, London, New York, Riyadh, Al-Khobar, Jeddah, Vienna 



This communication and any files transmitted with it may be confidential or privileged. Disclosure, 
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Basic flows for US 


Page 1 of l 


Lane-John. Debra 

From; Wlanecki, Kad [Kari.Wian8cki@ny.emaa.gs.com} 

Sent: Thursday, February 15, 2007 12:00 PM 

To: Harmon, Mary L (Tax); Blmbaum, Rachel 

Cc: Chropuvka, Gary; Khodadadl, Aden; Brenner, Nellie 

Subject; FW: Basic flows for US 

Mary/Rachei 

Here Is a flow-chart of the ML program we discussed yesterday. Please let me know if you have questions. 
Also, have you received the agreement with the indemnification language from ML yet? 

Kart 


From: Goode, Lisa (GET - Americas) (maHto:Usa_Conde@mi.a>m) 

Sent: Thursday, February IS, 2007 11:21 AM 
To: Wlanedd, Karl 
Subject: Baste flows for US 

«gsamUS.ppt» 

Karl - let me know what you think of these flows and details about duration of loan, etc. 
Lisa 


If you are not an intended recipient of this e-mail, please notify the sender, delete it and do not 
read, act upon, print, disclose, copy, retain or redistribute it. Click here for important additional 
terms relating to this e-mail, http://www.ml.com/email_tenns/ 
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RE: US stock lending to MLESJ Page 1 of 6 


Lane-John, Debra 

From: Seaton, Graham (Ml_ Strategic Solutions Group) (graham_seaton@ml.coml 
Sent: Tuesday, May 1 5, 2007 8:28 AM 

To: Bimbaum, Rachel 

Cc: Harmon, Mary L (Tax); Chropuvka, Gary; Wlanecki, Kart; Addis, John {ML Strategic Solutions 

Group); Doran, Steve (GEF - Americas); Conde, Lisa (GEF - Americas) 

Subject: RE: US stock lending to MLESJ 
Rachel, 

Group Tax and the business side here have produced a standardised 
indemnity that we can offer in relation to these transactions going 
forward. Attached is a mark up showing how this changes from what we had 
been discussing. Note that we can accept no substantive changes to this. 

Apologies for the timing being during our negotiation, however this has 
been an ongoing project on our side. 

We look forward to discussing this with you and hope that it is 
acceptable. 

Best regards, 

Graham. 


Graham Seaton | Director | Merrill Lynch 1 Globa 
Services 

4 World Financial Center j New York NY 10080 
ph+1 2 12 449 7773 | fax +1 646 736 3138 (mob 
graharns eaton@ml .com 

Merrill Lynch - "A major force in prime brokerage’' - Global Custodian, 
2007 

Merrill Lynch does not provide tax, accounting or regulatory advice. 
Any tax statement contained herein were not intended or written to be 
used, and cannot be used for the purpose of avoiding U.S., federal, 
slate or local tax penalties. Please consult your advisor as to any 
tax, accounting or legal statements made herein. 

For very important information relating to this e-mail please click on 
this link: http://www.ml.com/legal_inro.htm 


— Original Message—-- 

From: Bimbaum, Rachel [maiIlo:Rachei.Bimbaum(fr gs.com} 


2/15/2008 

Confidential Proprietary Business 
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flE: US stock lending to MLESJ 


Sent; Thursday, April 19, 2007 10:00 AM 

To: Seaton, Graham (ML Strategic Solutions Group); Harmon, Mary L (Tax) 
Cc: Chropuvka, Gary (gs.com); Wianecki, Karl; Adits, John (ML Strategic 
Solutions Group); Doran, Steve (GEF - Americas); Conde, Lisa (GEF - 
Americas) 

Subject: RE; US stock lending to MLESJ 


Graham, 

1 am not sure I understand your reference to part (d) of Rider IB, 
because the latest draft of the repa is formatted as (i) - (iii). 

However, I included your language below at the end of (iii), which is 
where I believe you intended it to go (although we included some 
revisions to (b) and (c) and I deleted your (d) as wc cannot agree to 
that provision). Please have your tax group review the revised reps 
(see attached) end let us know if you have any additional comments or 
questions as soon as possible. 


Regards, 

-Rachel 


>IRS Circular 230 disclosure: Any statement contained in this 
communication (including any attachments) concerning U.S. tax matters is 
not intended or written to be used, and cannot be used, for the purpose 
of (i) avoiding penalties under the Internal Revenue Code, or (ii) 
promoting, marketing, or recommending to another party any transaction 
or matter addressed herein. This communication is for internal use 
only. 

> 

>This message may contain information that is confidential or 
privileged. If you are not the intended recipient, please advise the 
sender immediately and delete this message. See 
http://www.gB.com/disclaimer/cmail for further information on 
confidentiality and the risks inherent in electronic communication. 


Original Message 

From: Seaton, Graham (ML Strategic Solutions Group) 

[mailto:graham_ seaton@ml.com] 

Sent: Friday, April 13, 2007 1:12 PM 

To: Bimbaum, Rachel; Harmon, Mary L (Tax) 

Cc: Chropuvka, Gary; Wianecki, Karl; Addis, John (ML Strategic Solutions 
Group); Doran, Steve (GEF - Americas); Conde, Lisa (GEF - Americas) 
Subject: RE: US Btock lending to MLESJ 

Rachel, 

To give that indemnity, we need the following language inserted at the 
end of part (d) of Rider IB. The comments you sent over are still 


2/15/2008 
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RE: US stock lending to MLESJ 


Page 3 of 6 


subject to further review by Group Tax here. 
Thanks. 


...provided that: 

(a) Lender provides written notice to Borrower within thirty (30) 
days of receipt of any claim for U.S. withholding taxes by a U.S. 
governmental agency; 

(b) Borrower will have the right to assume the defense of the claim 
(at its own expense and with counsel which it shall select in its 
discretion) at any time after Lender has given Borrower notice of the 
claim; 

(c) Through to the date that is ten (10) days after Borrower has 
received the appropriate notice, or so long as Borrower has assumed the 
defense of the claim as provided for immediately above, Lender shall not 
(i) pay the claim, or (ii) consent to any settlement or other agreement 
with respect to the claim without the prior written consent of Borrower, 
which will not unreasonably be withheld or delayed; 

(d) Lender shall not consult with U.S. governmental officials 
regarding whether Lender would be required to effect payment of any U.S. 
federal income withholding tax in respect of the borrowings of 
securities of U.S. issuers from Lender or any other matter described 
herein without the prior written consent of Borrower, which consent will 
not unreasonably be withheld or delayed. 


Graham Seaton [ Director ] Merrill Lynch | Global Markets Financing & 
Services 


4 World Financial Center | New York NY 10080 
ph +| 212 449 7773 | fax +1 646 736 5138 | mob 
graham_seaton@ml.com 


■ = Redacted by the Permanent 
Subcommittee on Investigations 


Merrill Lynch Prime Brokerage-Top Rated" among Multi-Strategy and $IB+ 
Hedge Funds-Glohal Custodian, 2006 


Meirili Lynch does not provide tax, accounting or regulatory advice. 
Any tax statement contained herein were not intended or written to be 
used, and cannot be used for the purpose of avoiding U.S., federal, 
state or local tax penalties. Please consult your advisor as to any 
tax, accounting or legal statements made herein. 

For very important information relating to this e-mail please click on 
this link: http ://www.ml.com/legal_i nfo.htm 


2/15/2008 


GS-PSI-002515 
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RE: US stock lending to MLESJ 


Page 4 of 6 


Original Message 

From: Bimbaum, Rachel {mai lto:Ra ch el.Bimb amn@gs.CQm] 

Sent: Wednesday, February 28, 2007 6:24 PM 

To: Seaton, Graham (ML Strategic Solutions Group); Harmon, Mary L (Tax) 
Ce: Chropuvka, Gary (ga.com); Wianecki, Karl; Addis, John (ML Strategic 
Solutions Group) 

Subject: RE: US stock lending to MLESJ 


Graham, 

I am attaching a markup of the lending agreement yon forwarded to us, 
which reflects representations that we would like to see included in the 
agreement. 

Please let us know if you want to discuss the markup. 

Regards, 

-Rachel 


>Goldman, Sachs & Co. 

>180 Maiden Lane/ 40th Floor, New York, NY 1 0038 

>*TeI: 212-357-2217| 7 Fax: 212-256-6352 

>* e-mail: rachel.bimbaum@gs.com GOLDMAN 

> 

SACHS 

Rachel Bimbaum 
> Vice President 
>Tax Department 


>[RS Circular 230 disclosure: Any statement contained in this 
communication (including any attachments) concerning U.S. tax matters is 
not intended or written to be used, and cannot be used, for the purpose 
of (i) avoiding penalties under the Internal Revenue Code, or (ii) 
promoting, marketing, or recommending to another party any transaction 
or matter addressed herein. This communication is for internal use 
only. 

> 

>This message may contain information that is confidential or 
privileged. If you arc not die intended recipient, please advise the 
sender immediately and delete this message. See 
http://w^.gs..rom/disclaimfr/ernaij for further information on 
confidentiality and the risks inherent in electronic communication. 


Original Message 

From: Seaton, Graham (ML Strategic Solutions Group) 

{mailto:graham_seatpn@mi.com] 

2/15/2008 
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Page 5 of 6 


Sent: Friday, February 16, 2007 5:33 PM 
To: Harmon, Mary L (Tax); Birnbaum, Rachel 

Cc: Chropuvka, Gory; Wianecki, Karl; Addis, John (ML Strategic Solutions 
Group) 

Subject: US stock lending to MLESJ 
Mary, Rachel, 

Thanks for your time on Wednesday morning to discuss the US stock 
lending opportunity. As promised, attached is our standard lending 
agreement for your review. This includes the tax language that you 
wished to see. 

Please note that should we proceed we will send over a document for your 
legal team to review and provide comments on, however the relevant 
language will be identical. 

We look forward to your comments and to moving this forward. 

Thanks and regards, 

Graham. 


Graham Seaton | Director \ Memll Lynch j Global Markets Financing & 
Services 


4 World Financial Center | New York NY 10080 
ph +1 212 449 7773 ( fax +1 646 736 5138 | moh 
graham_seaton@ml.com 


mm = Redacted by the Permanent 

Subcommittee on Investigations 


Merrill Lynch Prime Brokerage- "Top Rated" among Multi-Strategy and S1B+ 
Hedge Funda-Global Custodian, 2006 


Memll Lynch does not provide tax, accounting or regulatory advice. 
Any tax statement contained herein were not intended or written to be 
used, and cannot be used for the purpose of avoiding U.S., federal, 
slate or local tax penalties. Please consult your advisor as to any 
tax, accounting or legal statements made herein. 


For very important information relating to this e-mail please click on 
this link: hjtpj//w^.jnUpm/!egal_info.htm 


«MLESJ Standard GMSLA2.doc» 


If you are not an intended recipient of this e-mail, please notify the 
sender, delete it and do not read, act upon, print, disclose, copy, 
retain or redistribute it Click here for important additional terms 
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R.E: US stock lending to MLESJ 


Page 6 of 6 


relating to this e-mail, htt p ://vww .ml.com/einaii t erms/ 


2/15/2008 
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“The Borrower hereby represents and warrants that: 

(i) it will fully comply with all applicable United States income 
tax withholding obligations if any, including, without limitation, 
U.S. Internal Revenue Service regulations and administrative 
guidance requiring the withholding of tax from substitute payments 
made to the Lender {either directly or through any agent of the Lender) 
pursuant to this Agreement; 

(ii) except as otherwise provided herein, it will be liable for and 
will fully indemnify the Lender for any United States tax liability, 
including any interest, penalties or additions to tax and including 
any United States withholding tax imposed on such indemnity payment, 
with respect to any failure to withhold and timely pay to the U.S. 
Internal Revenue Service any United States withholding tax imposed 
on any substitute payments made to the Lender {either directly or 
through any agent of the Lender) pursuant to this Agreement; and 

{iii) it will provide the U.S. Internal Revenue Service and the 
Lender with a timely and accurately completed Form 1042S or other 
required form and will cooperate with the Lender (and its agents) 
in the event of any U.S. Internal Revenue Service inquiry, including 
providing to the Lender {or its agent) any other tax forms reasonably 
requested by the Lender ? pcovidod-that 



(a) Lender oro v idec shall provide written notice to Borrower within thirty 
(30) days of receipt of any claim for U.S. withholding taxes by a U.S. 
governmental agency; 


(b) Borrower will have the right to assume the defense of the claim 
(at its own expense and with counsel which it shall select in its 
discretion) at any time after Lender has given Borrower notice of the 
claim, although Lender shall also be entitled to part i c i pate i no bserve any such 
proceeding (at its own expense and with counsel which it shall select in 
its discrstion) ; and 


(c) Through to the date that is ten (10) days after Borrower has received 
the appropriate notice, or for_ so long as Borrower has assumed the defense 
of the claim as provided for immediately above, Lender shall not(i) pay the 
claim, or (ii) consent to any settlement or other agreement with respect 
to the claim without the prior written consent of Borrower, which will not 
unreasonably be withheld or delayed; provided, however, that Lender may pay 



corresponding jo (and copy Borrower on ail written correspondence senj 
and Borrower shall be entitl e d toobgerve. ( at its own expense and with counsel 
which it shall select in its discretion) any other communication with, _any 


; in no event shall Lender.be. t 
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Document comparison done by DeltaView on Wednesday, May 09, 2007 10:02:52 



Document 1 

PowerDocs://DCDOCS01/356712/1 

Document 2 

PowerDocs://DCDOCS01/356713/1 

Rendering set 

Shearman & Sterling 





No. 

Change 

Text 

1 

Insertion 

Agreement ; and 

2-3 

Change 

"by the Lender; provided that;" 
changed to "by the Lender . " 

4 

Insertion 

The forgoing. ..complied with by 
Lender : 

5-6 

Change 

"(a) Lender provides written notice" 
changed to "(a) Lender shall provide 
written notice" 

7-8 

Change 

"entitled to participate in any such 
proceeding" changed to "entitled to 
observe any such proceeding’ 

9 

Deletion 

discretion) ; and 

10 

Change 

"notice, or so long as Borrower" 
changed to "notice, or for so long as 
Borrower" 

11-12 

Change 

"such claim or consent to... if required by 
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law. "changed to "such claim upon a 
final. ..of such liability; and" 

13 

Insertion 

(d) Lender shall copy. ..privileged. 

14 

Insertion 

{iv) In the event of a.. .on a daily 
basis . 





Count 

Insertions 

9 

Deletions 

5 

Moved from 

0 

Moved to 

6 


0 

Format changed 

0 

IBggEB m 

14 
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Sent:5/1 0/2007 6:27 PM. 


From: Chropu vka, Gary. 


To: I - 1 

Khodadadi, Aden. 

Cc: [ - ] 

Bcc:[-] 

Khodadadi, Aden. 

Subject: 

Re: US stock lending to MLESJ. 


He is now in NY. I will see him tuesday. Alternatively, kilgallen will have it. 


Sent from my BlackBerry Wireless Handheld 


Original Message 

From: Khodadadi, Aden 
To: Chropuvka, Gary 
Sent: Thu May 10 15:40:49 2007 
Subject: RE: US stock tending to MLESJ 

Monday or Tuesday are fine with me. 

By the way, do you happen to have Jason’s mailing address? Never got a chance to send him his thank you card & box 
of chocolates before he left Tokyo. 

thanks 


From: Chropuvka, Gary 

Sent: Tuesday, May 08, 2007 7:35 PM 

To: Khodadadi, Aden 

Subject. RE: US stock lending to MLESJ 


Yes, ask the PBs. 1 would like to understand what the industry practice may be (I also know you were looking for an 
excuse to call either Ben, Kenna or Doran). 

As for the re-scheduling, I am actually taking off tomorrow to go to my son's school and on vacation the rest of the week. 
Can we meet next Monday at 9, 9:30 or 10 or Tuesday anytime between 10:30 and 1? 

Good luck in the 2 1/2 hour meeting - anything interesting? 

On the recruiting front there are ~ 1 1 phone screens that will happen in the next week or so. Hopefully, this will help with 
our resource needs. 

Let me know if there are any new issues that you have encountered. 

Thanks. 


From: Khodadadi, Aden 

Sent: Tuesday, May 08, 2007 7:21 PM 

To: Chropuvka, Gary 

Subject: RE: US stock lending to MLESJ 


Permanent Subcommittee on Investigations 

EXHIBIT #45 -FN 271 
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Ask the PBs? I'm sure they will do whatever we ask... but we should discuss internally: this would be a big thing (ie, 
something the division & firm would probably need to weigh in on). 

Btw, do you mind if we re-schedule our meeting tomorrow? t have some other meeting between 9-11:30. 
thanks 


From: Chropuvka, Gary 

Sent: Tuesday, May 08, 2007 7:16 PM 

To: Khodadadi, Aden; Dempsey, Tom; Bronner, Nellie; Alford, Andrew; Wianecki, Karl 
Subject: RE: US stock lending to MLESJ 


Arlen, this may be a good question for a Prime Broker in how they make the payments. If this split were the case for 
dividend enhancement, I would think the entry/joumal would not touch the client account (e.g. if there was a 50/50 split, 
there would be two accounts that were credited : GSAM Prop account and Fund account). Can you ask around? 

Thanks. 


From: Khodadadi, Aden 

Sent: Tuesday, May 08, 2007 7:04 PM 

To: Chropuvka, Gary; Dempsey, Tom; Bronner, Nellie; AJford, Andrew; Wianecki, Karl 
Subject: RE: US stock iending to MLESJ 


I'm not advocating this (despite Gary's comment) but I wonder if this is the "market convention" for yield enhancement as 
well (since we can basically get similar economics through what we call yield enhancement or what others may call sec 
lending). Our current revenue for yield enhancement in just GEO is on the order of 7-8mm USD per year (and this is 
without any US securities involved). 


From: Chropuvka, Gary 

Sent: Tuesday, May 08, 2007 6:48 PM 

To: Khodadadi, Aden; Dempsey, Tom; Bronner, Nellie; Alford, Andrew; Wianecki, Kari 
Subject: RE: US stock lending to MLESJ 


FYI...I just spoke to a friend of mine (loosely defined) who currently works at Northern Trust on the passive side and 
used to work at BGI. He said that both of those banks receive securities lending proceeds directly into their Firm P&L. He 
mentioned that most managers that employ proprietary securities lending capabilities receive anywhere from 50 - 80% 
of the lending received. He also said that this is becoming a more competitive landscape so pricing is compressing. 

They also do a lot of lending for non-custodied accounts (i.e. separate accounts). In fact, he claims that BGI did not 
custody any of their own assets, whereas NTCO does. 

This would obviously be an enormous business opportunity given the amount of AUM we have. Our clients in most of 
our proprietary commingled funds see the benefits through the use of BGA and I guess GS&Co sees some benefit since 
BGA is a wholly owned sub (I think). But given the above information (which we should verify) we are giving a large 
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portion back to our clients i.e 80 - 85% v 20 - 50% and our group (QIS or GSAM) is not receiving the revenue from even 
the 20%. 

We should either make a much bigger deal in our marketing materials or we may want to consider keeping a portion of 
the BGA revenue with GSAM since the number is way below market (Aden's suggestion). We may also want to work out 
a deal with BGA and pitch their services to our separate account clients (or attempt to mandate it in our guidelines - we 
currently allude to it - we should just confirm with Legal that this is implied - see below). Granted many clients may have 
this in place with custodians, but given the revenue opportunitities someone should take the bail on this GSAM wide 
effort. (Kart, I think you were working on some hires in this space, but alternatively we can have someone start to work 
with BGA on their connectivity to our client's custodians, do some market research, and then possibly prioritize a list of 
accounts' to target). 

Lending; 

Permitted to lend securities long in the Account to institutions, such as certain broker-dealers and banks; provided, 
however, that such loans are secured according to market practice by collateral in cash, cash equivalents, or U.S. 
Government securities. The lending agent guarantees that all securities on loan will be recalled by settlement dates of 
sell transactions, if for some reason securities are not recalled on time and settlements fail then the agent would 
compensate the portfolio for all fees and changes related to failed settlements. The compensation would insure that the 
account performance is not affected negatively. 


Gary Chropuvka 

Goldman Sachs Asset Management 
P : (212) 357-9094 
F; (212) 428-1824 


From: Khodadadi, Aden 

Sent; Thursday, May 03, 2007 9:58 PM 

To: Ghropuvka, Gary; Dempsey, Tom; Bronner, Nellie; Alford, Andrew 
Subject: RE: US stock lending to MLESJ 


Could we setup an agency lending agreement and try to make up the income that way? 


From: Chropuvka, Gary 

Sent: Thursday, May 03. 2007 9:54 PM 

To: Dempsey, Tom; Khodadadi, Aden; Bronner, Nellie; Alford, Andrew 
Subject: FW: US stock lending to MLESJ 


Not good.... 
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From: Wianecki, Kail 

Sent: Thursday, May 03, 2007 11:19 AM 

To: Chropuvka, Gary 

Subject; RE: US stock tending to MLESJ 


just received vmail from Steve, it seems ML is re-evaluating the viability of this product. He asked for 48 hours for 
internal discussions involving senior ML people. My optimism has vanished, i don't think this is going to happen.... 


From: Wianecki, Karl 

Sent: Wednesday, May 02, 2007 5:04 PM 

To: Chropuvka, Gary 

Subject: FW: US stock lending to MLESJ 


fyi 


From: Birnbaum, Rachel 
Sent: Wednesday, May 02, 2007 4:44 PM 
To: Harmon, Mary L (Tax); Wianecki, Karl 
Subject: FW: US stock lending to MLESJ 


FYi — I will leave the meeting as is for now (Friday from 10-11) but seems likely they will push back. 


IRS Circular 230 disclosure: Any statement contained in this communication (including any attachments) concerning U.S. 
tax matters is not intended or written to be used, and cannot be used, for the purpose of (i) avoiding penalties under the 
Internal Revenue Code, or (ii) promoting, marketing, or recommending to another party any transaction or matter 
addressed herein. This communication is for internal use only. 

This message may contain information that is confidential or privileged. If you are not the intended recipient, please 
advise the sender immediately and delete this message. See http://www.gs.com/disclaimer/email for further information 
on confidentiality and the risks inherent in electronic communication. 


From: Conde, Lisa (GEF - Americas) [mailto:Lisa_Conde@ml.com] 

Sent: Wednesday, May 02, 2007 4:43 PM 

To: Bimbaum, Rachel 

Subject: RE: US stock lending to MLESJ 


Hi Rachel 

Please change this time in your diary to tentative. 

I have just heard that our tax department is requesting more time and an additional internal meeting. 
I will have more info tomorrow but this may push into next week. 
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Tx for your patience. 

Steve Doran and i will call Karl tomorrow to give him an update (Steve is out of the office today). 
Regards, 

Lisa 

Original Message 

From: Bimbaum, Rachel [mailto:Rachel.Bimbaum@gs.com] 

Sent: Wednesday, May 02, 2007 12:44 PM 
To: Conde, Lisa (GEF - Americas) 

Subject: RE: US stock lending to MLESJ 


Lisa, 

As of now, Mary and I are available tomorrow (Thursday) from 2 pm - 3 pm and Friday 10 - 11 am and from 2:30 - 4 pm. 
Please let us know as soon as possible if a time within these times works for a call (so we don't get booked up with other 
calls / meetings). 

Thanks, 

-Rachel 


IRS Circular 230 disclosure: Any statement contained in this communication (including any attachments) concerning U.S. 
tax matters is not intended or written to be used, and cannot be used, for the purpose of (i) avoiding penalties under the 
Internal Revenue Code, or (ii) promoting, marketing, or recommending to another party any transaction or matter 
addressed herein. This communication is for internal use only. 

This message may contain information that is confidential or privileged. If you are not the intended recipient, please 
advise the sender immediately and delete this message. See http://www.gs.com/disclaimer/email for further information 
on confidentiality and the risks inherent in electronic communication. 


From: Conde, Lisa (GEF - Americas) [mailto:Lisa_Conde@ml.com] 

Sent: Wednesday, May 02, 2007 12:16 PM 

To: Bimbaum, Rachel 

Subject: Re: US stock lending to MLESJ 


Here you go. 


- Redacted by the Permanent 
Subcommittee on Investigations 


Lisa Conde | Director | Merrill Lynch 

222 Broadway, 6th Floor^ewYork, NY 1 0036 

o: 212-670-1975 | m:<^^HB^^Iisa_conde@ml.com 

Merrill Lynch Prime Brokerage — "Top Rated" among Multi-Strategy and $1B+ Hedge Funds— Global Custodian, 2006 


— -Original Message — 

From: Conde, Lisa (GEF - Americas) 

To: 'Bimbaum, Rachel' <Rachel.Bimbaum@gs.com>; Wianecki, Karl <Karl.Wianecki@gs.com>; Doran, Steve (GEF- 
Americas) 

CC: Harmon, Mary L (Tax) <mary.harmon@gs.com> 
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Sent: Wed May 02 09:11:05 2007 
Subject: RE: US stock lending to MLESJ 

Hi 

I am still awaiting response from our tax department. 
Will advise as soon as I hear from them. 

Lisa 


- — Original Message 

From: Bimbaum, Rachei [mailto:Rachel.Bimbaum@gs.com] 

Sent: Tuesday, May 01, 2007 5:28 PM 

To; Wianecki, Karl; Doran, Steve (GEF - Americas); Conde, Lisa (GEF - Americas) 
Cc: Harmon, Mary L (Tax) 

Subject: RE: US stock lending to MLESJ 


Mary and I are available between 11 am and 1 pm tomorrow (Wednesday May 

2). Let us know if there is a time in this period that works for 

others, 

Thanks, 

--Rachel 


>IRS Circular 230 disclosure: Any statement contained in this 
communication (including any attachments) concerning U.S. tax matters is 
not intended or written to be used, and cannot be used, for the purpose 
of (i) avoiding penalties under the Internal Revenue Code, or (ii) 
promoting, marketing, or recommending to another party any transaction 
or matter addressed herein. This communication is for internal use 
only. 

> 

>This message may contain information that is confidential or 
privileged. If you are not the intended recipient, please advise the 
sender immediately and delete this message. See 
http://www.gs.com/disclaimer/email for further information on 
confidentiality and the risks inherent in electronic communication. 


Original Message 

From: Wianecki, Karl 

Sent: T uesday, May 01 , 2007 1 1 :43 AM 

To: 'Doran, Steve (GEF - Americas)'; Conde, Lisa (GEF - Americas); 
Bimbaum, Rachel 

Subject: RE: US stock lending to MLESJ 
Rachel 

Please reply to Steve with time for you & marry (if necessary). I will 
try work around your schedule to attend. 

Thanks 

— Original Message — 

From: Doran, Steve (GEF - Americas) [mailto:stephen doran@ml.com] 

Sent: Tuesday, May 01, 2007 11:14 AM 

To: Wianecki, Karl; Conde, Lisa (GEF - Americas) 

Subject: RE: US stock lending to MLESJ 


Confidential Proprietary Business Information GS-PSI-0 57 7 3 
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Karl , 

Just left u a vm , pis come back to me w/ times or have 
Rachel call me . 

I will facilitate discussion . 

Thx SD 

— Original Message— 

From: Wianecki, Karl [mailto:Karl.Wianecki@gs.com] 

Sent: Tuesday, May 01, 2007 11:04 AM 

To: Doran, Steve (GEF - Americas); Conde, Lisa (GEF - Americas) 
Subject: FW: US stock lending to MLESJ 


Steve 

Seems the ball is in MLs court on this? How do we close this? 

Thx 

Karl 

— Original Message — 

From: Bimbaum, Rachel 

Sent: Tuesday, May 01, 2007 11:02 AM 

To: Wianecki, Kari 

Subject: FW: US stock lending to MLESJ 

This is the guy who they said would call us. As I mentioned, neither 
Mary nor I have heard from him. Let me know if you want me to talk to 
Mary about calling him (I believe she knows him / has his number). 
Thanks. 


>IRS Circular 230 disclosure: Any statement contained in this 
communication (including any attachments) concerning U.S. tax matters is 
not intended or written to be used, and cannot be used, for the purpose 
of (i) avoiding penalties under the Internal Revenue Code, or (ii) 
promoting, marketing, or recommending to another party any transaction 
or matter addressed herein. This communication is for internal use 
only. 

> 

>This message may contain information that is confidential or 
privileged. If you are not the intended recipient, please advise the 
sender immediately and delete this message. See 
http://www.gs.com/disclaimer/email for further information on 
confidentiality and the risks inherent in electronic communication. 


— Original Message — 

From: Seaton, Graham (ML Strategic Solutions Group) 
[mailto:graham_seaton@ml.com] 

Sent: Monday, April 23, 2007 5:07 PM 
To: Bimbaum, Rachel; Harmon, Mary L (Tax) 

Cc: Addis, John (ML Strategic Solutions Group) 
Subject: RE: US stock lending to MLESJ 


Confidential Proprietary Business Information 
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Mary, Rachel, 

Larry Kleinman will be calling you directly to discuss. 
Thanks and regards. 
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— = Redacted by the Permanent 
Subcommittee on Investigations 


Graham Seaton j Director j Merrill Lynch { Global Markets Financing & 
Services 4 World Financial CenteN^Ne^York NY 10080 ph +1 212 449 7773 
| fax +1 646 736 5136 j mob -tfH|itf^^^graham_seaton@mLcom 

Merrill Lynch - "A major force in prime brokerage" - Global Custodian, 

2007 

Merrill Lynch does not provide tax, accounting or regulatory advice. Any 
tax statement contained herein were not intended or written to be used, 
and cannot be used for the purpose of avoiding U.S., federal, state or 
local tax penalties. Please consult your advisor as to any tax, 
accounting or legal statements made herein. 

For very important information relating to this e-mail please click on 
this link: http://www.ml.com/legalJnfo.htm 


Original Message 

From: Bimbaum, Rachel [mailto:Rachel.Bimbaum@gs.com] 

Sent: Thursday, April 19, 2007 10:00 AM 

To: Seaton, Graham (ML Strategic Solutions Group); Harmon, Mary L (Tax) 
Cc: Chropuvka, Gary (gs.com); Wianecki, Karl; Addis, John (ML Strategic 
Solutions Group); Doran, Steve (GEF - Americas); Conde, Lisa (GEF - 
Americas) 

Subject: RE: US stock lending to MLESJ 


Graham, 

I am not sure I understand your reference to part (d) of Rider IB, 
because the latest draft of the reps is formatted as (i) - (iii). 

However, I included your language below at the end of (iii), which is 
where I believe you intended it to go (although we included some 
revisions to (b) and (c) and I deleted your (d) as we cannot agree to 
that provision). Please have your tax group review the revised reps 
(see attached) and let us know if you have any additional comments or 
questions as soon as possible. 

Regards, 

-Rachel 


>IRS Circular 230 disclosure: Any statement contained in this 
communication (including any attachments) concerning U.S. tax matters is 
not intended or written to be used, and cannot be used, for the purpose 
of (i) avoiding penalties under the Internal Revenue Code, or (ii) 
promoting, marketing, or recommending to another party any transaction 
or matter addressed herein. This communication is for internal use 


Confidential Proprietary Business Information 
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only, 

> 

>This message may contain information that is confidential or 
privileged. If you are not the intended recipient, please advise the 
sender immediately and delete this message. See 
http://www.gs.com/disclaimer/email for further information on 
confidentiality and the risks inherent in electronic communication. 


Original Message — 

From: Seaton, Graham (ML Strategic Solutions Group) 

[mai!to:graham seaton@ml.com] 

Sent: Friday, April 13, 2007 1:12 PM 

To: Bimbaum, Rachel; Harmon, Mary L (Tax) 

Cc: Chropuvka, Gary; Wianecki, Karl; Addis, John (ML Strategic Solutions 
Group); Doran, Steve (GEF - Americas); Conde, Lisa (GEF - Americas) 
Subject: RE: US stock lending to MLESJ 

Rachel, 

To give that indemnity, we need the following language inserted at the 
end of part (d) of Rider 1 B. The comments you sent over are still 
subject to further review by Group Tax here. 

Thanks. 


...provided that: 

(a) Lender provides written notice to Borrower within thirty (30) 
days of receipt of any claim for U.S. withholding taxes by a U.S. 
governmental agency; 


(b) Borrower will have the right to assume the defense of the claim 
(at its own expense and with counsel which it shall select in its 
discretion) at anytime after Lender has given Borrower notice of the 
claim; 

(c) Through to the date that is ten (10) days after Borrower has 
received the appropriate notice, or so long as Borrower has assumed the 
defense of the claim as provided for immediately above, Lender shall not 
(i) pay the claim, or (ii) consent to any settlement or other agreement 
with respect to the claim without the prior written consent of Borrower, 
which will not unreasonably be withheld or delayed; 


(d) Lender shall not consult with U.S. governmental officials 
regarding whether Lender would be required to effect payment of any U.S. 
federal income withholding tax in respect of the borrowings of 
securities of U.S. issuers from Lender or any other matter described 
herein without the prior written consent of Borrower, which consent will 
not unreasonably be withheld or delayed. 


j — w = Redacted by the Permanent 

Subcommittee on Investigations 


Graham Seaton j Director j Mem'll Lynch | Global Markets Financing & 
Services 4 World Financial C enter | New Y ork NY 10080 ph +1 212 449 7773 
j fax +1 846 736 5138 | mob -^|jf|||^|^|raham_seaton@ml.com 
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Merrill Lynch Prime Brokerage-'Top Rated" among Multi-Strategy and $1B+ 
Hedge Funds-Global Custodian, 2006 

Merrill Lynch does not provide tax, accounting or regulatory advice. Any 
tax statement contained herein were not intended or written to be used, 
and cannot be used for the purpose of avoiding U.S., federal, state or 
local tax penalties. Please consult your advisor as to any tax, 
accounting or legal statements made herein. 

For very important information relating to this e-mail please click on 
this link: http://www.ml.com/legal_jnfo.htm 


Original Message 

From: Bimbaum, Rachel [mailto:Rachel.Bimbaum@gs.com] 

Sent: Wednesday, February 28, 2007 6:24 PM 

To: Seaton, Graham (ML Strategic Solutions Group); Harmon, Mary L (Tax) 
Cc: Chropuvka, Gary (gs.com); Wianecki, Kari; Addis, John (ML Strategic 
Solutions Group) 

Subject: RE: US stock lending to MLESJ 


Graham, 

I am attaching a markup of the lending agreement you forwarded to us, 
which reflects representations that we would like to see included in the 
agreement. Please let us know if you want to discuss the markup. 

Regards, 

-Rachel 


>Goldman, Sachs & Co. 

>180 Maiden Lane /40th Floor, New York, NY 10038 
>*Tel: 212-367-2217 j 7 Fax: 212-266-6352 
>* e-mail: rachel.birnbaum@gs.com GOLDMAN 

> 

SACHS 

Rachel Bimbaum 
>Vice President 

>Tax Department 

> 

HRS Circular 230 disclosure: Any statement contained in this 
communication (including any attachments) concerning U.S. tax matters is 
not intended or written to be used, and cannot be used, for the purpose 
of (i) avoiding penalties under the Internal Revenue Code, or (ii) 
promoting, marketing, or recommending to another party any transaction 
or matter addressed herein. This communication is for internal use 
only. 

> 

>This message may contain information that is confidential or 
privileged. If you are not the intended recipient, please advise the 
sender immediately and delete this message. See 
http://www.gs.com/disclaimer/email for further information on 


Confidential Proprietary Business Information 
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confidentiality and the risks inherent in electronic communication. 


Original Message 

From: Seaton, Graham (ML Strategic Solutions Group) 
[mailto:graham_seaton@ml.com] 

Sent: Friday, February 16, 2007 5:33 PM 
To: Harmon, Mary L (Tax); Birnbaum, Rachel 

Cc: Chropuvka, Gary; Wianecki, Karl; Addis, John (ML Strategic Solutions 
Group) 

Subject: US stock lending to MLESJ 
Mary, Rachel, 

Thanks for your time on Wednesday morning to discuss the US stock 
lending opportunity. As promised, attached is our standard lending 
agreement for your review. This includes the tax language that you 
wished to see. 


Please note that should we proceed we will send over a document for your 
legal team to review and provide comments on, however the relevant 
language will be identical. 

We look forward to your comments and to moving this forward. 


Thanks and regards, 
Graham. 


1 - " Redacted by the Permanent 


Graham Seaton ] Director [ Mem'll Lynch | Global Markets Financing & 
Services 4 World Financial Center I New Y ork NY 10080 ph +1 212 4497773 
| fax +1 646 736 5138 j mob ^f^Hfllllliv9 ra ham_seaton@nnl.com 

Merrill Lynch Prime Brokerage-’Top Rated" among Multi- Strategy and $1B+ 
Hedge Funds-Global Custodian, 2006 

Merrill Lynch does not provide tax, accounting or regulatory advice. Any 
tax statement contained herein were not intended or written to be used, 
and cannot be used for the purpose of avoiding U.S., federal, state or 
local tax penalties. Please consult your advisor as to any tax, 
accounting or legal statements made herein. 

For very important information relating to this e-mail please click on 
this link: http://www.ml.com/l6galJnfo.htm 


«MLESJ Standard GMSU\2.doo> 


If you are not an Intended recipient of this e-mail, please notify the 
sender, delete it and do not read, act upon, print, disclose, copy, 
retain or redistribute it. Click here for important additional terms 
relating to this e-mail, http://www.ml.com/emaijerms/ 
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citigroupj 


Gcncnl Ceurod'f Office 


February 1,2006 



New York Stock Exchange 

14 Wan Street 

New York, NY 10005 
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+2126571457 T-S27 P 024/029 F-635 


' Redacted by the Permanent 
Subcom mittee on Investigations 


Response to NYSE Preliminary Investigation Request of 10/24/05 

On September 23, ^fl^S^hOn'S^ecejved a U-5 for Citigroup Global Markets Inc (the 
“Firm”) concerning fHmm (the “registered representative”). In order to 
assist us in our revie^ofth^nattc^efened to in the U-5, please supply us with the 
following Information: Please advise ns immediately if you have previously received a 
written request from another self-regulatory organization, or the Securities and Exchange 
Commission, requiring the submission of information pertaining to this matter. 

No such other request 

I. A statement from the Firm providing the details of its examination of thjb matter, 
including findings and conclusions. Additionally, please indicate how and when the 
Firm became aware of the matter. 

The Equity Finance Desk (the "Desk**) of Citi group's Global Corporate Investment Bank 
engages in stock lending, as well as equity derivative and related stock hedging transactions. Its 
customers consist largely of broker/dealers and hedge funds. In recent years, a portion of the 
Desk’s business in Now York has been dedicated to achieving "dividend uplift” for foreign 
customers in respect of U.S. equities. The customer trades at issue In this matter occurred from 
approximately 2002 through 2005, with the most significant activity occurring in 2004 and cariy 
2005. 

U.S. tax rules provide feat dividend equivalent amounts paid to a foreign investor under a 
derivative contract are not subject to withholding tax. By contrast, actual dividends on U.S. 
equities are subject to U.S. wifeholding tax. hi the dividend uplift trades, CGML - Citi group’s 
U.K. broker/dealer - would acquire a U.S. equity security from an offshore fund or dealer (via a 
transaction between that entity and Citigroup Global Markets, Inc. (“CGMI”)) and enter into a 
total return swap (“TRS”) with feat entity. At the termination of the TRS, the offshore entity 
would in many instances reacquire the equities. In exchange fin a LIBOR-based return, CGML 
paid dividend equivalent amounts to fee offshore entity under the TRS, and treated those 
amounts as paid on a bona fide derivative contract, rather than as a pass-through of dividends on 
stock held in a custodial-type capacity. This treatment allowed the payments to be made free of 
fee U.S . withholding taxes that would otherwise have been due to be withheld on dividends paid 
to the offshore entity. (The Desk's UK traders used similar techniques in connection with 
transactions in which CGML acquired various European equities.) 


In another type of trade, CGM1 would borrow non-US equities from the Street and sell them (via 
an interdealer broker) to CGML. CGML would then enter into a swap with a CGMI affiliate. 
These trades generated tax reclaims for CGML and incurred foreign withholding taxes that were 
churned as US foreign tax credits for Citigroup. The trades were executed from approximately 
2000 through 2003, with the most significant activity occurring in 2003. 


STRICTLY CONFIDENTIAL - NOT FOR CIRCULATION/SUBCOMMITTEE MEMBERS AND STAFF ONLY 
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Customers executing TRSs with the Desk frequently sell the unto lying securities to the Desk at 
the beginning of the TRSs and then wish to reacquire the securities at the termination of 4a 
TRSs, without any execution or other risk. However, if at the time the TRS was entered into the 
customer and the Deflk.hed.an understanding that at termination of the TRS the securities would 
be, sold (directly or indirectly) back to the customer, the TRS may be recharacterized for tax 
purposes as a fi nan cin g transaction, and the customer as the continuing owner of the securities. 

In that case, Citigroup: (i) may be obligated to the IRS or another tax authority for payment of 
tax that should have been withheld on payments of dividends or dividend equivalent amounts; as 
well as (U) may not be entitled to applicable non-U.S. tax reclaims and U.S. foreign tax credits. 

Citi group’s Tax Department promulgated transaction guidelines for TRSs on U.S. equities in 
order to minimize the risk that such transactions would be recharacterized as financings and 
subsequently lose their intended tax benefits. The risk is mitigated principally by minimiring th£ 
chances that the underlying equities would be crossed bade to customers. These internal tax 
guidelines are attached hereto as Attachment A. 

In mid-2005, an internal audit of the Desk revealed that certain New York traders were not in 
certain instances frilly complying with the tax guidelines. Citigroup engaged outside co unse l to 
review the Desk’s trading activity with respect to the dividend uplift trades. That review found, 
among other things, that the Desk engaged in transactions in 2b04 and 2005 in which it 
purchased U.S. end non-U.S. equities directly from customers (largely non-U.S. broker/dealers) 
and then resold foe equiti es back to the customers upon termination of the TRSs, either directly 
Or through . interdeal er brokers. 

As a result of this trading activity, Citigroup established accruals/reserves in the second and third 
quarters of 2005 based upon a determination foal certain TRSs associated with the US. and 
certain non-U.S. dividend uplift trades may not be considered derivative transactions for tax 
purposes, and therefore may not give rise to preferential U.S. tax treatment and/or non-U.S. tax 
reclaims or U.S. foreign tax credits. 

2. Signed statement from the registered representative addressed to the Exchange in 
response to the allegations. 

Please see Attachment A_ 


3. Copies of all correspondence and memoranda referring or relating to tills matter. 
Will be provided. 


2 
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___ = Redacted by the Permanent 
Subcommittee on Investigations 


4. Whit factors or evidence did thfe Firm consider before drawing its conclusion to 
discipline die. registered representative? What considerations formed the basis for 
the severity etthfr discipline and have the obligations pursuant to the disciplinary 
action been satisfied? 


The following is a non-cahaustive list of facts discovered during the course of outside counsel’s 
review of the Desk that forme d foe basis for the recommendation that disciplinary action be 
taken against | 


* misl ed Cidgroup's Tax Department with respect to the execution of certain non-US 
equities. 

* H^pgagcd in and/or allowed violations of certain provisions of the internal TRS tax 
guidelines Incl ud in g failing to ensure that foe TRSs: (i) had a term of at least one year, . 
(ii) wore not in feet terminated before 45 days hoi elapsed; (iii) had at least one periodic 
payment; and (iv) represented less than 20% of foe anticipated market -on -close volume 
on foe specified exchange on foe termination date. 


also foiled to acknowledge such violations when questioned more than a year later 
compliance with the tax guidelines. 


Based on the foregoing, foe Finn decided to suspend^— effective August 30, 2005. 
IHI was reinstated on October 31, 2005. 

Cidgroup’s Tax Department has revised foe interns! TRS tax guidelines to better ensure 
TRSs and similar transactions entered into by the Desk are respected as derivative transactions 
for tax purposes. In addition, Citigroup 's Compliance Department and the Desk are instituting 
certain monitoring procedures for the revised tax guidelines and the Desk is implementing a 
comprehensive policy with respect to TRSs. Copies ofthese new policies and procedures will be 
forwarded to foe NYSE as soon as they are 

As previously indicated, Citigroup is willing to meet with foe NYSE to discuss this matter in 
further detaiL 


5. Copies of the Firm’s relevant policies and procedures. 

Please see Attachment B. 

Haa the Firm received any other complaints regarding the registered representative, 
which are open or were resolved within the preceding three years of the date of the 
current reportable event? No. 


3 
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To: The New York Stock Exchange 

February 1,2006 


Attachment A 


As a trader on the Equity Finance Desk (the “Desk") at Citigroup Global Markets, 
'Inc, C'CGMT or the “Finn"), I am involved in swaps with sophisticated institutional 
counterparties relating to U.S, and non-U.S. equities. In September 2004, 1 received an 
inquiry from CGMTs Tax Department regarding certain hedging transactions relating to 
non-U.S. equities. It appears that 1 misunderstood the thrust of the inquiry and that 1 was 
hasty in my response, and therefore I may have unintentionally misled the Tax 
Department, 

In 2003, tire Firm issued guidelines (the “Guidelines") intended to assist in the 
structuring of total rate of return swaps based on U.S. equities so as to preserve thdr tax' 
benefits. The Guidelines included a requirement that CGMI sell tire equities into die 
market based on market-close pricing at the termination of the swap. To comply with 
this requirement, CGMI often used an inter-dealer broker (“IDB") to buy and sell the 
equities. When selling equities to an IDB on die unwind of a swap, CGMI was not 
supposed to communicate with the IDB concerning the identity of our swap counterparty. 
A routine internal audit Indicated that one of the traders whom I supervised had helped an 
IDB locate a buyer for die equities at unwind of the related swap. 

In early 2005, 1 responded to an inquiry from the CGMI Tax Department 
regarding the Desk’s compliance with die Guidelines. My response focused on the 
requirement of a minimum 45-day period before early termination. In a number of prior 
conversations, a senior Tax Department attorney had consistently explained to me and 
other members of my department that the 45-day requirement related to a weighted 
average considered on a portfolio basis of our entire book. Thus, I responded that the 
Desk was complying with the Guidelines, because on average the swaps were kept on for 
45 days or longer. 

In late 2005, the Firm issued dearer and more detailed guidelines, and the Desk 
now has enhanced control over the structuring and execution of its business. 



= Redacted by the Permanent 
Subcommittee on Investigations 


uy-675351 
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Attachment B 

December 1, 2003 


Sqolty rinsnc* 

Equity Ds rivet i vs ■ 

Tu Policy Guideline* for Total Return Swaps on U3 Equities 

When structuring a total return equity swap with, respect to dividend-paying 
US equities (*TRS‘) with a foreign counterparty, the following execution, 
parameters must be followed: 

1. The underlying US equity must be actively traded (i.e., large cap, 

liquid market) ; » 

2. The desk may buy its hedge (i.e., the underlying equity) from the. swap 
counterparty » 

3 . The TRS must have 'a term of at least one year, but must not in fact be 
term in ated before 45 days have elapsed; 

' 4 . The. TRS must provide for periodic payments (e.g. , monthly), and in 

fact at least one such payment must be made during the time period in 
which the swap is open (so that it qualifies as a notional principal 
contract for tax purposes); 

5. The final payment under the TRS at termination is based on the market- 
at-close price of the underlying equity and the desk anticipates 
selling its equity hedge Into the market on the termination date based 
on market-doee-pricing; 

6. The desk must reasonably expect that the number of shares underlying 
the TRS represents less than 20% of the anticipated market-at-clone 
volume on the specified exchange on the termination date; and 

7 . If our foreign counterparty wishes to purchase the referenced equity, 
it must execute that buy order through a broker other than a Citigroup 
affiliate. 


To the extent the underlying equity is thinly traded, the termination payment 
cannot be based On market -at-olose prices and should probably be baaed on a 
formula that effectively incorporates a collar around the beginning stock 
price. The width of the band can vary depending on how Illiquid the 
underlying security in, the maturity of the swap and whether the counterparty 
contemplates buying the equity back, preferably through another broker, at • 
TRS termination. 


4 
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citigroupj 

corporate and 
investment banking 


June 14, 2007 


Keith J. Anirl 

Mam rim Dim tar 

ChitfTu Offiftr 
Csrparatr Tat Drpartmrvi 


Cit tfroop Corporal* and 
limdOMt Qanktaq 
381 Greenwich Stmt - 22nd Floor 
New Votk, NY 10013-2375 

Tei 232-816-0134 
F« 212-816-0188 
keith.i-anzel0dtltraap.com 



From: Keith Anzel 


- Redacted by the Permanent 
Subcommittee on Investigations 


Re: tRS Withholding Tax Examination (2003-2005): Total Return Swaps 

over US Equities 


As discussed, we are writing to provide a summary of Citi’s 1 transactions involving Total Return 
Swaps over US Equities, Citi's Tax Department guidelines for such transactions and Citi’s 
internal review of the execution of these transactions. This information has been discussed wilh 
the IRS at previous meetings, including our most recent meeting of May 10, 2007. 

Total Return Swaps over US Eaultles; 

Pursuant to a typical total return swap over a US equity, Citi agrees to make payments to the 
counterparty equal to the price appreciation and any dividends for the referenced stock, and the 
counterparty agrees to make payments to Citi equal to the price depreciation in the stock and a 
financing payment (typically, based on LIBOR). Citi enters into total return swaps with a wide 
range of customers in its capacity as a dealer in a broad range of over-the-counter derivative 
investments. As a dealer in swaps, Citi typically hedges its exposure to the market risks 
attendant to any derivative contracts into which it enters. Citi’s most straightforward hedge of a 
total return swap under which Citi pays total returns on a stock to a counterparty (a "short’' swap, 
from Citi’s perspective) is for Citi to acquire the underlying stock. 

The applicable trades were all documented as derivative transactions using standard ISDA 
documentation, and satisfied all the forma! requirements of notional principal contracts. The 
non-tax allocation of legal risks and rewards under the transactions (e.g., absence of counterparty 
voting power over the underlying equities and Citi's acceptance of counterparty credit risk) were 
also identical to the allocation of those critical risks and rewards in other notional principal 
contracts. 

The law is clear that no withholding generally is required with respect to payments to non-US 
persons under notional principal contracts. If a total return swap over a US equity were re- 
characterized as a repurchase agreement or as a securities loan, however, there could be a 
withholding tax requirement with respect to dividend equivalent amounts paid under the total 
return swap. The law is unclear as to when such a re-characterization might be appropriate. 


1 For purposes of this memorandum, the term ‘‘Citi" encompasses all affrliotea, including CGMI, CGML, and 
Citibank, 
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Therefore, in light of a lack of authority on when a total return swap might be re-charactcrized, 
Citi’s Tax Department provided guidance for these trades to its Equity Finance and Equity 
Derivatives business units throughout the period of this IRS examination (2003-2005). The Tax 
Department initially provided its guidance to the business units orally and, later, issued a written 
set of “Tax Policy Guidelines for Total Return Swaps on US Equities” for the units (the “Tax 
Policy Guidelines,’’ a copy of which is attached as Exhibit l). 2 These very conservative 
guidelines set forth various parameters with respect to the execution of total return swap 
transactions, in order to prevent any situation from arising in which a total return swap might be 
potentially susceptible to re-characterization as a repurchase agreement or as a securities loan, 

The vast majority of the total return swaps over US equities in the current TRS audit occurred 
after the Tax Policy Guidelines became effective. Hence, the Tax Policy Guidelines were 
applicable to tbc vast majority of the swaps now being examined by the IRS. 

Under the Tax Policy Guidelines, Citi’s business units generally were permitted to acquire a 
hedge consisting of the stock underlying a total return swap from the total return swap 
counterparty at the beginning of the trade. The Tax Policy Guidelines did not, however, 
generally contemplate delivery of the stock back to the counterparty at the termination of the 
trade. More specifically, the Tax Policy Guidelines stated as follows: 

“ 5. The final payment under the TRS at termination is based on the market-at-close price 

of the underlying equity and the desk anticipates selling its equity hedge into the market on 
the termination date based on market-close-pricing.” 

The Tax Department guidelines with respect to these transactions changed over time, however. 
Interim and revised guidelines were circulated by the Tax Department in 2005. A copy of the 
revised guidelines (as provided to the New York Stock Exchange on May 4, 2006) is attached as 
Exhibit 2. J In addition, the guidelines have continued to evolve in some respects. In particular, 
as of October of last year, delivery of the stock back to the counterparty at the termination of the 
trade has been allowed under certain circumstances. 

During 2005, Citi’s Internal Audit Department conducted an internal review of the manner in 
which total return swaps over US equities were executed, for purposes of reviewing compliance 
with the Tax Policy Guidelines. Citi’s Internal Audit Department found that the Equity Finance 
business was not in foil compliance with the Tax Policy Guidelines. Based on this finding, Citi 
engaged outside counsel to conduct a further review of total return swap transactions from 
January 2003 through the date of the review. As a result of this further review, certain total 
return swap transactions were determined to have been executed in ways that failed to comply 
with the Tax Policy Guidelines. In particular, the review found that, as to some total return swap 
transactions, there was an apparent understanding at the inception of the trade that the shares 
would effectively be delivered back to the counterparty at the termination of the trade through 

1 Although dated December 1, 2003, the Tax Policy Guideline! did not become effective until the first quarter of 
2004. 

5 Although dated October 20. 2003, and effective from October 20, 2005, the revised guidelines were not finalized 
until May 2006. 
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the use of a large volume market-on-close order, a direct cross to the counterparty, or an 
effective sale to the counterparty by way of an inter-dealer broker (an "IDB"). The review 
resulted in disciplinary action being taken against two individuals in the Equity Finance business 
unit Furthermore, the results of the review were reported to the New York Stock Exchange in 
connection with Citi’s obligations as a registered broker-dealer. The New York Stock Exchange 
then initiated its own review focusing on supervisory controls (which is still pending). 

Equity Finance - Transactions Where Withholding Taxes Were Paid; 

Because of the non-compliance with the Tax Policy Guidelines, Citi determined that certain of 
the total return swap transactions entered into by the Equity Finance business unit could 
potentially be re-characterized as repurchase agreements or as securities loans. If the 
transactions were re-characterized, a withholding tax could be required with respect to the 
dividend equivalent amounts that had been paid on the transactions. 

Through extensive interviews, Citi identified the trades for which its traders appeared to have an 
understanding with the counterparty at the inception of the trade to deliver shares back at the 
termination of the trade. Citi then decided to pay US withholding tax on the dividend equivalent 
amounts that had been paid under the transactions, even though the tax liability was uncertain. 
Indeed, these transactions were documented like any other derivative transaction, and the legal 
risks and rewards in these transactions were allocated in the same manner as the risks and 
rewards for any other notional principal contract. 

The trades that involved an apparent understanding regarding delivery back to the counterparty 
were all executed with UK broker-dealers. Such transactions were, accordingly, segregated in 
Citi’s analysis. For those transactions with UK broker-dealers that had closed by mid-2005 
(when the internal review was being conducted), Citi paid withholding taxes. As discussed in 
greater detail below, if a transaction had closed and was not executed with a UK broker-dealer 
(e.g., a transaction with a hedge fund), no withholding taxes were paid. Transactions still open 
as of mid-2005 were required to be closed out with no direct or indirect delivery of the shares 
back to the counterparty, regardless of any prior understanding and, hence, no withholding taxes 
were paid on these trades. 

With regard to the Equity Finance business unit, the transactions with UK broker-dealers on 
which withholding taxes were paid involved approximately $I60M of dividends ($1 12M for 
transactions involving delivery back to the counterparty through IDBs, S28M for transactions 
involving delivery through direct crosses, and 320M for transactions involving delivery through 
transactions on an exchange). Since withholding on these transactions was eligible for treaty 
benefits (and Citi was provided appropriate Forms W-8BEN by its counterparties), the applicable 
withholding tax rate was 15%, resulting in a withholding tax of approximately S24M. 

At the time this withholding tax of approximately S24M was calculated by Citi, Citi was in an 
overpayment situation because it had incorrectly withheld tax (in an aggregate amount greater 
than S24M) on certain other payments that were completely unrelated to the total return swap 
transactions. As a result, Citi’s liability of approximately S24M resulting from the total return 
swap transactions reduced the pre-existing overpayment amount. 

Citi prepared worksheets (copies of which arc attached as Exhibit 3) to compute the amount 
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of US withholding taxes due to the IRS as a result of the determination that withholding 
taxes should be paid in respect of certain of the total return swap transactions and filed 
Forms 1042 and Forms 1042-S for 2003 (amended return filed), 2004, and 2005 (copies 
previously provided to the IRS). 

Equity Finance - Transactions Where Withholding Taxes Were Not Paid: 

The Equity Finance transactions for which Citi did not pay withholding taxes included those 
transactions where it was unclear at the inception of the trade whether the counterparty would 
seek delivery of the shares back at the termination of the trade and, accordingly, there was 
generally no apparent understanding at the inception of the trade regarding possible re-delivery 
of the shares upon termination. These transactions involved approximately S239M of dividends, 
and were not executed with UK broker- deal era. Interviews indicated that most of these 
transactions were executed with hedge funds. Typically, the hedge funds were more interested in 
synthetic exposure, rather than delivery and re-delivery of shares. 

As noted in Citi’s letter dated March 2, 2007, however, the transactions on which no withholding 
taxes were paid did include: (1) transactions where Citi purchased shares from the swap 
counterparty at inception Df the swap and sold shares to the counterparty upon termination of the 
swap, (2) transactions where Citi purchased shares from and/or sold shares to an IDB, and (3) 
transactions where Citi purchased shares on an exchange (including shares purchased pursuant to 
market-on-close orders) at inception of the swap and/or sold shares on an exchange (including 
shares sold pursuant to market-on-close orders) upon termination of the swap. However, as 
stated above, there was generally no apparent understanding at the inception of the swap to 
deliver shares back to the counterparty at the termination of the trade. 

Equity Derivatives: 

With regard to the Equity Derivatives business unit (involving approximately $36M in 
dividends), Citi determined that no withholding was required because the applicable transactions 
either (i) were not clustered around dividend record dates; or (ii) generally did not appear to 
involve an understanding regarding delivery of the shares back to the counterparty at the 
inception of the trades. 

Conclusion; 

A thorough investigation of these transactions was conducted in connection with Citi’s internal 
review. The transactions were clearly documented as notional principal contracts, and on their 
face met all the requirements of being notional principal contracts: the transactions were 
documented as derivative transactions using standard ISDA documentation; they satisfied all the 
formal requirements of notional principal contracts; and the non-tax allocation of legal risks and 
rewards under the transactions (e.g., absence of counterparty voting power over the underlying 
equities and Citi’s acceptance of counterparty credit risk) were identical to the allocation of those 
critical risks and rewards in other notional principal contracts. As a result, Citi continues to 
believe that there are valid reasons to conclude that the transactions in question should be treated 
as notional principal contracts and that the payments thereunder should be exempt from US 
withholding tax. Nonetheless, Citi considered the possibility that certain of the transactions 
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could potentially be re-characterized as repurchase agreements or as securities loans and, 
therefore, withholding was applied where there was an apparent understanding, at the inception 
of the trade, to return the shares to the counterparty at the conclusion of the transaction. The Tax 
Policy Guidelines were intended to ensure that Citi’s transactions did not come anywhere 
remotely close to this result When Citi discovered that traders appeared to have violated those 
guidelines, Citi reported this non-compliance to the New York Stock Exchange in connection 
with Us obligations as a registered broker-dealer, and also took the view that violating its own 
internal conservative guidelines should result in a US withholding tax liability, notwithstanding 
all of the important reasons why, even in these cases, the transactions fairly could still be 
construed as notional principal contracts. 

Keith Anzel \ 

Enclosures 
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December 1, 2003 


Equity Finance* 

Equity Derivatives 

Tax Policy Guidelines for Total Xitun Swaps on US Equities 

When structuring a total return equity swap with respect to dividend- 
paying US equities { "TRS") with a foreign counterparty, the following 
execution parameters must be followed: 

1. The underlying US equity must be actively traded U.e., large 
cap, liquid market) ; 

2. The desk may buy its hedge (i.e., the underlying equity) from 
the swap counterparty; 

3. The trs must have a term o£~at leaBt one year, but must- not in 
fact be terminated before 45 days have elapsed; 

4. The trs must provide Cor periodic payments (e.g., monthly), and 
in fact at least one such payment must be made during the time 
period in which the swap is open {so that it qualifies as a 
notional principal contract for tax purposes) ; 

5. The final payment under the TRS at termination is based on the 
market-at-cloae price of the underlying equity and the desk 
anticipates selling its equity hedge, into the market on the 
termination date based on market-cloae-prieing; 

6. The desk must reasonably expect that the number of ehares 
underlying the TRS represents less than 20% of the anticipated 
market-at-close volume on the specified exchange on the 
termination date; and 

7. If our foreign counterparty wishes to purchase the referenced 
equity, it muat execute that huy order through e broker other 
than a Citigroup affiliate. 


To the extent the underlying equity is thinly traded, the termination 
payment cannot be based on raarket-at -close prices and should probably 
be based on a formula that effectively incorporates a collar around the 
beginning stock price. The width of the band can vary depending on how 
illiquid the underlying security is, the maturity of the swap'-suid 
whether the counterparty contemplates buying the equity beck, 
preferably through another broker, at TRS termination. 


STRICTLY CONFIDENTIAL - NOT FOR CIRCULATION/SUBCOMMITTEE MEMBERS AND STAFF ONLY 


CITI_PSIWHT AX001 21 4 



888 


EXHIBIT 2 


STRICTLY CONFIDENTIAL - NOT FOR CIRCULATION/SUBCOMMITTEE MEMBERS AND STAFF ONLY 


Cin__PSIWHTAX001215 



889 


citigroupj 

global corporate & 
investment banking group 


Policy Owners); 
Subject: 

Contact person(s): 
Scope of coverage: 
Date of issuance: 


Corporate Tax - Structured Products 
Equities Compliance 

Procedures for Structuring Total Return Equity Swaps and Other 
Delta One Derivative Transactions (“DOTS") 

See List at End of Document 
AH 

October 20, 2005 


This memorandum describes the Firm’s rules and procedures regarding the structuring of 
total return equity swaps including Contract for Differences (“CFDs") and all other delta 
one derivative transactions’ (collectively "DOTS"). These procedures apply to all 
Citigroup entities and are effective until further notice. Written approval from the tax 
department is required for any exception to the rules set forth herein as well as any 
transaction that fails to comply with the principles of these rules as set out below. 

Principles: The purpose of these rales and procedures is to ensure that (i) Citigroup’s 
underlying hedge will be treated as beneficially owned by Citigroup and not the DOTS 
counterparty for U.S. tax purposes, where required; and (ii) Citigroup is viewed for U.S. 
tax purposes as entering into a financial derivative transaction rather than a repurchase 
agreement, stock loan or custodian relationship with the counterparty. 

Scope: All DOTS where (i) Citigroup's counterparty is economically long U.S. or non- 
U.S. equity positions, (ii) the counterparty is, directly or indirectly, receiving the return on 
such position, and (iii) dividends with respect to the underlying equity are subject to 
source-country withholding tax or would be subject to 3uch withholding tax if such 
equity were held by the DOTS counterparty directly.* 

For the sake of clarity this policy does not apply to transactions that: 

(i) are not DOTS; 


“Delta one derivative transactions” for this purpose is intended to encompass all derivative 
transactions (e.g., swaps, forwards, options, etc...) where the risk retained by the Citigroup trading 
desk with respect to price movements of the underlying assess) is de minimis. Transactions with 
a delta in excess of 0.90 will be deemed to be DOTs. 

These procedures do not apply to U.K. equities since the U.K, does not impose a withholding tax 
on dividends; however, there are niles regarding swaps and CFDs on U.K. equities relating to 
stamp duty issues and the London tax department should be consulted with respect to such swaps 
and CFDs. 
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(ii) are DOTS on equity positions which are not expected to pay a dividend; 5 

(iii) are DOTS where tbs counterparty is paying the return of the equity to 
Citigroup (e.g., short positions in total return equity swaps); 

(jv) are DOTS on non-U.S. equity positions the dividends on which are not 
subject to source-country withholding tax, either to Citigroup or to the 
counterparty if the counterparty were to hold the position directly and 
Citigroup has received the proper documentation, if any; 

(v) are DOTS on non-U.S. equity positions where the equity is held outside 
the U.S. and, based on the jurisdiction of the Citigroup holder and the law 
of the relevant source jurisdiction, dividends with respect to such equity 
arc not subject to source-country withholding (assuming proper local 
jurisdiction legal advice has been obtained); 

(vi) are exchange listed DOTS entered into in Citigroup’s role as a market 
maker (i.e., where Citigroup must enter the trade due to its market making 
role ar.d is unawareof lhe identityofthe DOTS counterparty); 

(vii) are DOTS on equities that are not cross ed-in from the counterparty wnere 
Citigroup docs not hold the underlying equities for any period of the 
DOTS; 

(viii) are DOTS on non-U.S. equities where the DOTS counterparty is paid 
underlying dividends net of source country withholding taxes and the 
trading desk is not paid any "gross-up” from the tax department (e.g., 
Asian access products); or 

(ix) are DOTS on U.S. equities where the counterparty is a U.S. person and 
Citigroup has received the appropriate tax documentation. 

Definitions; 


For purposes of this document the following terms shall have the stated meaning: 

Average Daily Trading Volume: The most current 30-day trailing average daily trading 
volume for the relevant equity. 

Cross-in / out: DOTS execution process whereby Citigroup purchases / sells its physical 
hedge fromAo the DOTS counterparty (including, with respect to Cross-out, a 
physical hedge that constitutes non-cash merger consideration for the original 
crossed-in hedge position). This term also includes any purchase or sale to or 
from an Inter-Dealer Broker (IDB) or any execution based on Market on Close 
(MOC), Market on Open (MOO) or any other objective price other than foil 
day VWAP. 


For this purpose if b dividend baa actually been declared or paid with respect to an equity at any 
time during the previous 1 2 months, it would be inappropriate to expect that the equity will not 
pay a dividend during the terra of the DOTS. No expectations may be formed with respect (o 
companies or shares in existence less than 12 months. Furthermore, if the Issuer has announced a 
future dividend declaration {in connection with a merger or otherwise) it must be assumed that 
such dividend will be paid. 
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Execution Pricing: DOTS execution process whereby Citigroup calculates the initial or 
final reference price of a DOTS by reference to Citigroup’s actual execution 
price for the purchase or rale of its physical hedge as the case may be. In such 
cases the DOTS counterparty may direct the form of Citigroup’s execution 
(e.g., limit order, market order, best efforts, etc...) except that the execution 
order may not be MOO, MOC, time limited VWAP. or any other objective 
price other than foil day VWAP. All Execution Pricing trades must be 
executed at least 20 minutes after the open and at least 20 minutes before the 
close of regular trading on the relevant exchange. 

Risk-bid Pricing: DOTS execution process whereby the desk quotes a DOTS 
counterparty a firm price to initiate or terminate a swap, as the case may be, 
BEFORE the desk has obtained a firm buy or sell order for its related physical 
hedge position, if any. In order to ensure a proper audit trail the desk must 
tim e - stamp a trad e ti cket wi th the share quantity and price for audit comparison 
to the time-stamp for the hedge position trade. 

VWAP: The full day volume weighted average price for a particular equity as published 
by the primary exchange for such equity. 

PROCEDURES: 

I. General; The following rules are separated into two categories based on whether 
the underlying equity is purchased ftom the counterparty (i.e., crossed-in) or not. 
No other pricing alternatives may be used other than those described in Section II, 
III and IV below without prior written approval from the tax department. 
Transactions that technically meet these procedures but are outside the principles 
of this policy, as set out above, should be brought to the tax department for 
specific review. 

II. Situations Where the Underlying Equity Is NOT Crossed-In from the DOTS 
Counterparty: 

> Initial Reference Price of DOTS - 

> The initial reference price of a DOTS may be based on: 

■ VWAP subject to a 40% Average Daily Trading Volume limitation; 4 

■ Risk-Bid Pricing; or 


If the equity is required by cross- in or risk- bid and the exit is anticipated to be VWAP, any 
notional amount of the hedge in excess of this amount wilt need to be disposed of over a multi-day 
period in order to satisfy this limitation. Tims, notional sizes should be limited with this in mind. 
VWAP trades (in or out) in excess of the 40% average daily Hading volume limit will be 
considered to be a Cross-In or Cross-out bade, u the case may be. The Ux department may be 
contacted for exemptions from the volume limitation where unusual market events have 
transpired. 
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■ Execution Pricing 

> Final Reference Price of DOTS: 

> The final reference price (including upon early termination) of a DOTS may 
be based on: 

• VWAP subject to a 40% Average Daily Trading Volume limitation*, 

■ Risk-Bid Pricing; or 

■ Execution Pricing, 

> When utilizing VWAP as the initial or final reference price (including upon 
early termination) the desk may not directly or indirectly guarantee, pay for 
any guarantee, compensate the counterparty for its costs or otherwise be 
involved with the DOTS counterparty obtaining guaranteed VWAP pricing on 
any acquisition of the referenced equity*, 

> All DOTS of this type are subject to the General DOTS Procedures attached 
hereto as Appendix A. 

IM, Situations Where the Underlying Equity is Crossed-In from the DOTS 
Counterparty: 

> The initial reference price of a DOTS may be based on the actual prices at 
which the trading desk purchases the underlying equity from the DOTS 
counterparty; 

> The final reference price (including upon early termination) of a DOTS may 
be based on; 

■ VWAP subject to a 40% Average Daily Trading Volume limitation; or 
» Risk-Bid Pricing. 

> All DOTS of this type are subject to the General DOTS Procedures attached 
hereto as Appendix A. 
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IV. Pre-Existing DOTS 

> With respect to pre-existing DOTS, the final reference price under the DOTS 
may be MOC if, and only if, Citigroup is contractually obligated to do so 
under a pre-existing DOTS; 5 

> Pre-existing DOTS are NOT subject to the General DOTS Procedures but pre- 
existing equity swaps and CFDs ARB subject to the Interim Equity Swap 
Guidelines (e.g., such swaps and CFDs are subject to a 1.3% average daily 
volume limit on the unwind of any hedge position). 


A pre-existing DOTS means a DOTS entered into on or before June J, 2005 (and not extended or 
materially modified thereafter). 
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APPENDIX A - General DOTS Procedures 


I, Opening the DOTS: 

> The DOTS must have a minimum term of at least one year: 

> The DOTS must not in fact terminate before 45 days have elapsed 6 (if the 
DOTS is over a basket of equities, no equity name may be removed / replaced 
in the basket in less than 45 days), unless there has been no ex-dividend date 
for the relevant equity during the term it has been underlying the DOTS. 
Termination for this purpose includes Citigroup’s participation in an offsetting 
transaction (e.g. mirror swap) with the DOTS counterparty that effectively 
eliminates the counterparty’s economic exposure to the DOTS; 7 Control 
groups (e.g., credit, legal, tax, compliance) will retain the ability to force 
tSminations reganiless ofthft time elapsed stnee the positions' were 
established. 

> If the DOTS is a swap, the DOTS must provide for periodic payments (e.g., 
weekly, monthly - not counting any payment upon termination) and, in fact, 
at least one such periodic payment must be made during the time period the 
DOTS is open; 8 

> If the DOTS is a swap, the DOTS must be cash settled only; 

> The initial collateral posted by the DOTS counterparty and/or Citigroup must 
not exceed 30% of the notional amount. Master ISDA CSA and variation 
margin is permitted; 

> The DOTS documentation must not provide the DOTS counterparty with the 
ability to vote the underlying equities, provide that anyone will vote the 
equities at the DOTS counterparty’s direction or otherwise make the voting 
ability related to the underlying equities available to the DOTS counterparty; 

> The DOTS documentation must clearly state that Citigroup is not required to 
hold the underlying equity position for any period; 


The 45-day period is measured from Trade Date Co Termination Date. 

It is understood that market movement! and other external events may cause Citigroup or DOTS 
counterparties to seek to unwind DOTS positions in less than 45 days. In such esses rhe desk must 
seek a written exception from this policy from the rax department. 

The periodic payments for this purpose may be an equity (or change-in-vahie) payment or a 
funding payment. 
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> The DOTS documentation must state that Citigroup will not knowingly sell, 
directly or indirectly, the underlying equity upon scheduled or early 
termination of the DOTS to the DOTS counterparty or any affiliate thereof; 

> Any equity underlying a DOTS must be a publicly 9 and actively traded, liquid 
stock; and 

> Written tax department approval is required for every DOTS where the 
underlying equity is an “Approval Required Equity” as defined below in 
Section V. 

II. Establishment of Hedge: 

> Where the hedge position is crossed-in from the DOTS counterparty the 
tr ading desk m ay purchase die he dge position from the DO TS cou nterp ar t y at 
the prevailing market price; 

> Where Citigroup does not cross-in the underlying equity from the DOTS 
counterparty, if Citigroup chooses to hedge the risk associated with the 
DOTS, the hedge should be executed during normal market hours on the 
principal exchange for the given equity at the current market price and NOT; 

■ via an execution through an inter-dealer broker, 

■ via any objective price (e.g., MOC, MOO) other than the current market 
price (limit orders are acceptable) or full day VWAP ; 10 

■ via a purchase of the securities from any party where the DOTS 
counterparty directs the source of the purchase (e.g., a "give-up” or “give- 

m u ); 

■ via a purchase of the securities from the DOTS counterparty or an affiliate 
or any agent thereof, or 

• by any means where there exists any direct or indirect communication or 
coordination between the desk and the DOTS counterparty (including any 
affiliate or intermediary thereof) as to the timing / price of the purchase of 
the desk’s hedge position, if any, and the sale, if any, of the DOTS 
counterparty's physical equity position . 11 


Publicly traded for this purpose is defined as an equity that trades regularly on a recognized stock 
exchange. Such exchanges include, but are not limited to, the NYSE. NASDAQ System and any 
stock exchange registered with the U.S. Securities and Exchange Commissions as a national 
securities exchange-, the London Stock Exchange and any other recognized Investment exchange 
within the meaning of the Financial Services Act 1986 or the Financial Services and Markets Act 
2000; and any other similarly regulated exchanges of other jurisdictions. 

Citigroup, as an entity, may not purchase guaranteed VWAP pricing from another financial 
institution. 

It is understood that there will be communication between the DOTS counterparty and the desk 
involving timing and pricing of the opening of the DOTS, which may in fact impact the timing, 
and price of (he purchase of a hedge position in the public markets. 
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III. Terminating the DOTS: 

> The DOTS may be terminated (including at term or by early termination) with 

a final reference price determined by: 

■ VWAP subject to a 40% Average Daily Trading Volume limitation; 

■ Risk-Bid Pricing; or 

■ Execution Pricing, assuming the equity waa not originally Crossed-In. 

IV. Disposition of Hedge Position: 

> Citigroup's disposition of its hedge position, if any, must be executed on the 

principal exchange or market for the given equity at the current market price 

or i n an effort to b eat dai ly YWAP,andNQT; 

■ In excess of 40% of the average daily trading volume of such equity if the 
DOTS terminated at VWAP; 1 

• via an execution through an inter-dealer broker, 

■ via any objective price (e.g., MOC, MOO, limited time VWAP) other than 
the current market price (limit orders are acceptable) or full day VWAP; 

■ via a sate of the securities by any party where, directly or indirectly, the 
DOTS counterparty directs or indicates the identity of the purchaser (e.g,, 
a "give-up"); 

■ via a transfer of the securities, directly or indirectly, to the DOTS 
counterparty, an affiliate, or an agent or nominee thereof, 

• under circumstances where there exists arrangements or understandings by 
which the DOTS counterparty is able to reacquire the referenced equity 
from Citigroup directly or indirectly through any intermediary; or 

• within the final twenty minutes of official exchange trading on any day on 
the relevant exchange. 


If the position is in excess of this amount it must be disposed of over a multi-day period so that 
this limitation ia satisfied. 
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V. Approval Required Equity for DOTS: 

> The trading desk must seek prior written tax department approval before 
entering any DOTS where the underlying equity may be: 

A-partnership-interest-including-an-MLP (Master Limited-Partnership) 
interest; 

■ Equity in a REIT; 

• An interest in a hedge fund; 

■ A Dutch equity, or 

■ Any equity where the issuer jurisdiction applies the maximum withholding 
tax rate and requires the beneficial holder who would otherwise be entitled 
to a reduced rate of withholding (by virtue of a treaty or other exemption) 
to file for a reclaim or apply for a refund of the withholding tax (e.g., a 
-Sw i s s e q p i t y), 

VI. Special Rules for Non-U.S. Equities: Where the underlying equity is a non-U. S. 
equity: 

> The transaction must be a customer transaction as opposed to a proprietary 
transaction (i.e., there must be a customer counterparty and the trade must be a 
normal and customary dealer type activity); 

> The relevant legal requirements of the jurisdictions involved regarding 
beneficial ownership and / or treaty benefits must be satisfied and appropriate 

• documentation obtained; and 

> The transaction must be pre-tax profitable treating any withholding tax as an 
expense of the trade and taking into consideration any and all related 
expenses, including internal funding costs. The trading desk is responsible for 
maintaining complete and accurate records of such profitability on a trade-by- 
trade basis. Such records will be audited by both the tax department and 
internal audit and thus, the manner in which such records are maintained 
should lend itself to such review. 

Any exceptions from these procedures must be approved in writing by the tax 
department prior to execution, 
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1 , This tabic is purely for reference lo general execution methods and Is not intended to act 
as a substitute for a thorough understanding of the Citigroup Policy for Structuring Total 
Return Equity Swaps and Other Delta One Derivative Transactions, 

2, For purposes of this table, the terms cross-in and cross-out include executions via inter- 
dealer broken or at market on close. 


3. Volume limit to prevent trade from driving VWAP. 
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Tax related questions should be directed to the following individuals: 


Corporate Tax - Structured Products 

Susan Grbic 

Anthony Tuths 

Javier A. Gonzalez 

Steven Henger 


212-816-5046 

212-816-1364 

8-986-62 21 

8-986-6130 


Trading related questions should be directed to the following individuals: 
Equities Compliance 

J ulius Leiman-Carbia 2 1 2-723-4899 

Edward R. Arnold 212-723-4502 


Legal related questions should be directed to the following individuals: 


Legal 

Donald Bendemagel 
Steven J. Keltz 
Robert F. Klein 
Catherine Curristine 


212-723-3806 

212-723-3837 

212-723-3843 

212-723-3840 
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Citigroup] 

corporate and 
investment banking 


Citigroup Corporate «nd 
Investment Bonking 

(!ur)iiinie Tjt I Jejunmeiii 
Iflti Greenwich Strati - *2niJ KU>.« 
New York. NY i 0013-23“* 


February 20, 2007 



IntemalB.cyeniicLS.emcc. 
1 10 West 44 ,h Strcei 
New York, NY 10036 


^ = Redacted by the Permanent 
I Subcommittee on Investigations 


Re: Citigroup Global Markets, Inc., IDR IE- 1 and 2 

Citigroup Financial Products, Inc., IDR IE-2 and 3 
Citigroup Global Markets Limited, IDR IE-2 and 3 
Forms 1042 (Tax Years 2003, 2004 and 2005) 

Gentlemen: 


In light of the breadth of the above-referenced IDRs and the attendant volume of 
information and likely time delay that would be necessary to prepare our responses, over the last 
few weeks we have been discussing with you and your colleagues at the IRS the possibility of 
responding to such IDRs in stages. Based on the discussions at our most recent joint meeting on 
2/09/07, we understand that the IRS is interested in receiving the information discussed below as 
quickly as possible. If our understanding is correct, we estimate that we would be able to 
provide the information discussed below' to you by 02/28/07. We would await any further 
requests from you for additional information with respect to such FDRs. 

This letter, therefore, is intended to respond to questions raised in HIHHHi 
memorandum dated 1/17/07, regarding the above-referenced IDRs. Citigroup Global Markets, 
Inc., Citigroup Financial Products. Inc., and Citigroup Global Ma rkets Limited are al l affiliates 
of Citigroup. Inc. (collectively, “Citigroup"). The questions from 
memorandum are in italics with our responses in plain type: 

We are proposing rhe following as a means of addressing the above JDRs in stages . Taxpayer is 
to provide the following for each of the above: 

a) A written statement attesting to whether you are engaged in a 
strcuegy/transaction(s ) as requested in the IDRs. 


Permanent Subcommittee on Investigations 

EXHIBIT #45 - FN 299 


Citigroup Global Markets Inc. 
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Response : Yes. Based on our understanding of the transactions (as discussed at our 2/09/07 
meeting). Citigroup engaged in such transactions during 2003-2005. 

As discussed at our 2/9/07 meeting, we undereland that you wish to focus your 
examination on transactions in which Citigroup acquired stock of a U.S. publicly traded 
corporation and. along with the acquisition, executed a total return swap (or similar notional 
principal contract) that referenced such stock, during a period in which dividends were paid on 
such stock, with a foreign counterparty. 


Under a total return swap, Citigroup agrees to make payments to the counterparty equal 
to the price appreciation and any dividends for the referenced stock, and the counterparty agrees 


payment (typically, based on LIBOR), Citigroup enters into total return swaps with a wide range 
of customers in its capacity as a dealer in a broad range of over-the-counter derivative 
investments. As a dealer, Citigroup typically hedges its exposure to the market risks attendant to 
any derivative contracts into which it enters. Citigroup's most straightforward hedge of a total 
return swap under which Citigroup pays total returns on a stock to a counterparty (a “short” 
swap, from Citigroup's perspective) is for Citigroup to acquire the underlying stock. 


Based on our understanding that your examination would focus on total return swaps (or 
similar notional principal contracts) on U.S. equities with a foreign person during a period when 
dividends were paid on the referenced U.S. stock, our list of transactions (described in (e) below) 
will include all such total return swaps entered into by Citigroup that were outstanding during the 
period 20Q3-2005. However, as discussed, our list will not include other transactions described 
in your 1/1 1/07 IDR. such as, for example, short sales or security lending transactions, even 
though Citigroup also engaged in such transactions, because we believe these other transactions 
are not the focus of your present examination in connection with these IDRs. 

b) Original documentation that describes and discusses the strutegy/transactionsfs). 

Response : We understand your request for “original documentation” to refer to 
contemporaneous transactional documents. Accordingly, attached is a sample ISDA Agreement 
for a U.S. Equity Total Return Swap, which describes the basic components of the transaction. 
We have other contemporaneous and posl-transactional documents relating to total return swaps; 
please clarify which, if any, of these documents you might be seeking. 

c) Sununury of the tax benefits associated with the strategy/transactionfs). 

Response : Foreign persons may participate in the economic performance of a U.S. stock by 
entering into a total return swap rather than acquiring the stock itself. Payments received by 
foreign persons from a total return swap that references U.S. stock are also generally not subject 
to U.S. withholding tax (a U.S. tax benefit). 
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Persons that enter into total return swaps obtain an economic position similar to that of a 
leveraged position in the stock without being subject to margin restrictions applicable to certain 
secured financing and without incureing more expensive unsecured financing (a non-tax benefit). 
Moreover, the terms of the implicit financing are fixed for the life of the swap (another non-tax 
benefit), On the other hand, such persons participating in the economics of a U.S, stock through 
a total return swap do not have voting rights with respect to the referenced shares (a non-tax 
detriment), and such persons accept the credit risk of the dealer counterparty (in this case 
Citigroup) (another non-tax detriment), 

d) Support that there exists a reasonable basis that the strategy/transaction (s) 
operates within applicable tax law (statutory reference) including any analysis 

Response : In general. Citigroup did not withhold U.S. tax on payments to foreign persons on 
total return swaps on the basis of Treas. Reg. § 1.863-7, which provides that payments to foreign 
persons on notional principal contracts generally are foreign source and, thus, exempt from 
withholding. However, based on a post-transaction review of compliance with internal policies 
for total return swaps. Citigroup discovered that, with respect to certain swaps. Citigroup and the 
foreign counterparty appeared to hove an understanding, at the inception of the transaction, 
regarding delivery of the referenced slock from the foreign counterparty to Citigroup upon 
entering into the swap and the redelivery of the stock by Citigroup to the foreign counterparty 
upon termination of the swap. Because of this apparent understanding, Citigroup decided to pay 
U.S, withholding tax on the dividend equivalent payments for these swaps. Citigroup did not 
pay U.S. withholding tax on dividend equivalent payments for swaps for which there did not 
appear to be such an understanding. 

As discussed at our 2/9/07 meeting, we are deferring our response to your request for 
“any analysis prepared by the Company or for its use,” pending further clarification of this 
request. 

e) A specific counter-proposal as to what documents you will provide as a substitute 
for the items requested per the above IDRs. 

Response : Citigroup proposes to compile a list of all total return swaps described in response (a) 
above that were outstanding during any portion of the period from.2003-2005, and for which 
Citigroup may have hedged by acquiring the underlying stock. The list will identify the 
referenced U.S. equity, the number of shares involved in the transaction, the inception date and 
termination date of the swap, and the amount of dividends paid on the referenced shares during 
ihc term of the swap. Citigroup’s list will include and identify those swap transactions for which 
Citigroup paid U.S. withholding taxes, as well as other types of transactions. We estimate that 
the list will be submitted to you by 2/28/07. 

As discussed at our 2/9/07 meeting, Citigroup’s list will not, at this lime, include the 
name of the foreign counterparty. Similarly, as we discussed, we are deferring our response to 
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= Redacted by the Permanent 
Subcommittee on Investigations 


that portion of CGMVs 1DR M.E.2, CGML’s tDR #1.E.3 and CFPl’s H>R #I.E.3 which requests 
documents that, “in the aggregate,” identify accounthoiders who engaged in the transactions at 
issue, pending your clarification of this request. Additionally, if you request the specific identity 
of the accounthoiders who engaged in these transactions, we respectfully ask that you issue a 
summons in connection with this request for the reason we discussed. 

Please let me know if you have any questions about our above understandings, our above 
counter-proposal, or any other matter related to our responses to your questions. 


Sincerely, 


Enclosures 


n Jack Bums 

jj Citigroup Global Markets Inc. 


STRICTLY CONFIDENTIAL - NOT FOR CIRCULATION/SUBCOMMITTEE MEMBERS AND STAFF ONLY 


CITI_PSIWHTAX001339 



907 


— = Redacted by the Permanent 

Oft.watf- ».*» DapaMr^n: Subcommittee on In vestigations 

389 GrMfwiicn Stwl. 22nd rfciuf ■ 

New York, NY ICW’3 257S 


August 24, 2007 



ms 

From: Jack Bums 


On March 21, 2007, we provided to you a list of transactions executed during the relevant 
time period by our Equity Derivatives business unit. The attached transactions were not 
included in that list, but came to our attention after further information gathering efforts. 



Permanent Subcommittee on Investigations I ntmraup -,.i .til Mwkvts i«t. 
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Form 4564 

□apartment of the Treasury 
Internal Revenue Service 
Information Document Request 

Request Number 
I.E. 7 

Citigroup Global Markets Inc. 

388 Greenwich Street 

New York, New York 10013 

EIN# 11-2418191 

Subject: 

Fora 1042 

Tax years 2003,2004, 2005 

Submitted to: 

Jack Burns 

Dates of Previous Bequests: 


Description, of Documents Requested: 


Information Document Request 
Form 1042 Examination 


This IDR is to confirm oral requests for information that have been submitted in the last 3 weeks regarding total 
return swaps (TRS). 

A schedule reconciling the total number of total return swaps (TRS) in the database into die following 
classifications. 

TRS on which W/H tax was paid 
TRS on which no W/H tax was paid 
TRS with U.S. counterparties 
TRS on non U.S, securities 
TRS on fixed income products 


= Redacted by the Permanent 
< ^ i _ <ii __^ ii<<<i Subcommittee^n_Investigations 


Information Duo By At Host Appointment | | Mail In 


FRCM 

of Requestor ~j 

Date: 

11/19/07 

Office Loaetion: 

110 West 44 th St. 

1 Peg. 1 



— 


Form 4564 | EXHIBIT #45 - FN 302 | 
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u In 


Reconciliation of the 15, 851 trades Number of TRS Trades 

TRS on which W/H tax was paid 1352 

TRS on which W/H tax was not paid 4720 

TRS with U.S, counterparties 2564 

TRS on non U.S. securities 745 

TRS on fixed income products 4574 

Other 1 1450 

Additional research required 446 

Total Trades 15851 


1 This category includes (1) trades that were cancelled, (2) trades where we did not hold the reference security 
as a hedge, (3) trades where we were long swap and short equity and (4) trades with securities other than 
fixed income or equity products. 
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citigroupj 

corporate and 
investment banking 


Citigroup Corporat* and 
Investment Banalnq 
Corporate Tax Department 
38B Greenwich Street - 22nd Floor 
New York, NY 10013*237$ 


March 21, 2007 


To: 


I, IRS 


= Redacted by the Permanent 
Subcomm ittee on Investigations 


From: Jack Bums 


As discussed, we are continuing to provide a list of transactions described in our 2/20/07 
letter on a rolling basis. 

As you know, our first submission was the list of transactions that were executed during 



entered into the largest number of total return swaps over U.S. equities). 


The list from the first submission was comprised of two parts. The first portion of the list 
represented all of the transactions for which U.S. withholding taxes were paid. The 
second portion of the list represented transactions for which no U.S. withholding taxes 
were paid. With respect to the transactions in the second portion of the list, dividend 
information was not provided at that time, as we were still accumulating that information. 

Enclosed as our first supplemental submission is the list of transactions executed during 
the relevant time period by our Equity Finance business unit, including dividend 
information, for which no U.S. withholding taxes were paid. 

Upon information and belief, we believe this list to be substantially complete. We are 
continuing our review of these transactions, however, and there may be a limited number 
of transactions that will either be deleted from, or added to, this list. If it is necessary to 
delete transactions that are non-responsive to the IDR (or add transactions that are 
responsive), we will supplement our list with that information as it becomes available. 

We will keep you informed as to the status of our ongoing submissions with respect to 
transactions executed by other business units. 



cc: 



IRS 


Permanent Subcommittee on Investigations 

EXHIBIT #45 - FN 302 


Citigroup Global Markxti Inc. 
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■UKZJ 

'muss! 

KMZvM 

^■.'.KV-VBB 

CTTYV^TTi 


KEd 

..... . woo 

■rl/MiZJ 


liSIHlUi 


■DDGZa 

w.oo 

KtfKSH 

■M'<i’<v:«bb 

litEiSE 

UNUUPROVOENT CORP 

mssssa 

*0.00 

■ 'fj; 1 

■MTO7CTHMI 

EHS3E5 



■M • | 

■2lE3£1 

«e»i 

■pTTTvTTrTI 

DUKE ENERGY CORP 

:KK^B 

- ' 1 ) f 7 ■ ».c?iwni 

Ksitza 

■■■’.’•TT mTI^B 

K25SS-IE3 

DUKE ENERGY CORP 

mrnrm 


BSSyBI 

^M'iKVX-VBB 

eheebss 

AMR CORP 

BGIRS1 

W.OO 

EIEEl® 


SitfKGEi 

renr — ■ 

IBECESI 

w.oo 

E3ESS2S 


i&fiSIKj 


« y i 

W.OO 


7/24/2003 

1*33907*204- 

FLEETWOOD CAP TRUST CONV PFD. 9.50% (*4.75) RATE EFF. 
DATE 12/14/2001 

655.000 

W.oo 

ESEeSSE 

■MBZjSSMB 

KETiTim 


MEX5M 

woo 

Py-'VTi^] 


E3BHE1 

YANKEE CANDLE CO NC 

KXul 

woo 

E3ES81 


fceUvHvil 


■23EJI 


EHZ5531 

||^HKtP2SDBBi 

lfc-7 -J?' i- i 



*0 00 

ESEH3 

■MFZE/3MMI 

Hr--:.:;:: j 

lf3TTT«7l!yTI?TOsTiiy.1MT«^^|WlP^P^=5»?S5i^B^jgl 

fel'AiZJl 

woo 

Esssa 

MBLZ/ZZiBBi 

IkiXZuIGI 


MAA-iZ-lL 1 jl 

*6.00 

■3EK«a 

HBBE2BSSEHH1 

iEEESKS 


■E3S3I 

*6.66 

EJEEQJfl 


ijfZKfzn-ra 

PROeuSWESS SERVICES NC 

■mrop?m 

*0.00 

1 

MBMZS3MI 

IBJSKIEjI 


JE3E3I 

Mi Sli Ul-lilflBi 

■•5S52S1 

■■EZuZlMBI 

igmTTTi'Ta 

CHATEAU CAMTYS WC 

!*HSS1 

■MS/ 

E0223] 

■BKXEZ3M1 

itsnaia 

FIRST ESSEX BANCORP INC 

i mtu^m 

^MM XT 

ray-xi 


IE3EIE3 



MUM I 'l '^Mi 

«3?Cf7iSl 

MB33HZ&EMH 

iicis-iina 


■2TT.X1 


i i 

■BHESZEuSBBi 

I *001967806’ 

ATAT CORP -NEW 

'WEXZM 

^MV > ' 1 j^'MM 

■5HS31 

MBQE3S5JB1 

IE3E5ES1 

AT4T CORP-NEW 

WEWZM 


m/i's '■:•:■ i 

MBEXEES^^H 

IKiiiaUui 


MEE5M 


KfflSS-J 

HEESI 

IS32SH53 


inoAXii 

iMMi; • ;i -' y ahmmK 

■bee?*] 

B^B 17'/ .vIJBMi 

iK2H2Ei 


IKZDQEI 

M^HHH rTvMHMMi 

K3KS31 

BBEHESBBi 

IE2HJE3 


IKZXS1 


■233231 

HBH22E53IB[ 

iui 


IESSDE3I 

iiA 11 yt”' itrr^ t ' ’■'• ; -- • i-yarr^iT' 

■EEE39 

■MDIEIES^M 

IEHS3E3 


lEaga 


*^3X51 

MBEG3E3M1 

lEHHEJ 


IK2X23 


KZgEBi 

■BBilX-XBBB 

IKTFZTIFVJ 


'MEE2I 

■MM ' » jl J Mi 


«EEEaBB 

IE2SHE3 


iWtifcM 

*9,375.00 

IB 

wtmEmsmm 

ik- v-n«3i>yj 



MSOEMM 

E.-'rZ-Ll 

wmwssmm 

ISS32Z3 

lie's -*. 1 * 



■SZft&l 

^WEIBfc’SMWi 

icaroiEu 


1KE3E3I 

mhmmze^^m 


■BKFZrlvlBBi 

IE-5I3K5 


lES^I 

M^Hi ! 1 Z 1FZWM ■■ 

KEvfl 

■BEIESISBBi 

IBESZSEj 

lUNUWPROVIOENT CORP 


MMli'TEi^Mi 

■ r >:zi 

—1 — 

IS3E22E3 


IKEXZ3I 

MIHMK^EZBHi 

EKiejai 


Ifc'X-XITKii 


IK5£ZDI 


■2E&3J 


IKE5Z3E3 

CHEVRON CORP 

IEE1 


v:v : ^ 

ICECSO 

WALGTOENCONEW _ 



i FiTZKwi fivTT^^B 

IE2SZIE3 


\mxzm 

1 jIlDMBMH 


| 4ei18F107* 

IKfROGEN THERAPEUTICS WC 

iitafad 

1 MWMBIiIlZ— — 
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loc*pOor 

Data 

TanninMtonDat* 

Cuaip 

Numbsr 

Saeurtty D«»crtptton 

Position 

OtantMy 

Dlvldsnds Paid 

wisces 

1M/2003 

■302571104’ 


E351I 

*31,888 70 

itfSr 2*3 


crsjnprai 


MMSM\ 



■i ^IIV.'kBH 

m-nswai 


E5&BN 

■■■K 7r if ' t iJHBBI 1 

I-M/r-v-vj 


iuilifciliil 


mmm\ 

*9,45750 

iwM&i 


'156708109' i 

:£PH*L0NNC 

DS9I 

*050 

e sssa 

■■ty ' 5339 BB 

EE30 

^PHALCJNWC 1 

M3MSM 

$0.00 

EE321 

HV’V.V.YiY^^H 



WZESmi 

*88.450.00 


wmm&sm ■ 

E232E2J 


MEBaii 

wamm:: .YjHuhmi i 

■25331 




KHS2B! 

$21,501.06 

EH331 

^■TiVVi'i^pB 

Eyasa-n 


mzzmi 

*13.17874 1 

ES553I 


kMCTfrM 


■UI 

■■■■ jLaaail 


■t'MVim 

hushm 


mmza 

*0.00 1 

E &331 

Ha 

jgygFaj?a 


■3E3B 

$0.00 1 

■'2E23J 


BfEtiK-J 


■m 


■W/vT-TI 


EsUBMEJ 


■exs* 

*0.00 

i'BHPSJHI 




KE3&M 

*0.00 

iw-ttfti 

— 1 ~ M 

I&E&bd 


msaem 

*0.00 

ff’.TVT.-.Tl 

HrvvwMi 

ikuhum 



*49.100.10 

EEy-a 


wEmd 


WB3EBM 

■■■ 1 11* :■■■ I 

EH333I 

■■■r.vr'j'.T.'ttMM 

lfe!&lll»M 

ui 

msssm 

*49.100.10 

EBSSSI 


ESK3IEH 


msasm 

*55,244.57 1 

CSB531 

■■■BIT .’^'tYvSHH 

P*H5IEa 


mzuzM 


ESE31 


IE3ivfivH 

|l f<>T , yil , eY-HI.1i«!<li>~4 :i»', 3~.«-'- Villa i.’la'.'Av»:.-':fr7?r7Tf— 1 

» 

*0,00 

ESKS31 

■Ecy'ai 

KSSKRI 

:li : 'i’> YAn 4 ttfJh t : »*( : :•! k i / J 1 HW* ■ .*. J-’ 7 

E£3I 

$0.00 


■■■ L- E i'iTHBi 

Esssmza 


— 1 '1 

*4.950.00 

E2E2SI 

■Wr/i'i’aH 


-/I Ar'jTr* j; 

fcB-ifk'X'l 

1 *000 


■■HR WLViiHi 

(CTTr-vrrrrrj 

TTFTHr.Tn j; i. . rr^snrrt • , 

■TTT'.'.l 


iEsssi 

wmnvrwwm 

IvriziSHM 

7.*. .’I! 

gsri.y-B 


EEES31 

^Hf T iP7rr7^H 

EZJE3n«?a 


m^yjm 


K7-:.v :■:>! 


erzv-TFTa 


KK SE3 

*0.00 

KE3333 

■»YZr‘ZaBi 

ci'triMi.vj 

’ a 1 :1»TrT»; > $.>/,*, 7 1 * >.Yi a ; i ' L»« ,' a 1 ,'—— — 1 — — — 


*0.00 

rsKvii 

hbhf/;y Ti t ■■■* 

EoTTIT-IIui 


pyyi>Tg?i 

*0.00 

E&ESa 

■K'fT/'r.aH 

Iff’.FY-iM.J 


KSXSI 

*0.00 

fX : K-:0 

■Ksntri:<m 

C'-TFiPnra 

»■ ail ; 1 ' ’.Vi - .1 

KSKZ3I 

*0.00 

EE5ESJ 


tMfTWFJ 

• ^ujic •’> •AVi 7 1 TVYJiTTTiTJI^HH^^HBHHBBHHBBH 

Ksossa 

*0.00 

■5*533] 




KDE3I 

^■H I'lFUTvaHBB 1 

H3331 


fclilil'II'U 


KEE3I 

*000 

CSES5J 

■■H r.'.'r 

IFTTOTF-a 


■-'■if'ga 

j__ 

diti'I'i] 

■HE TiTIT; '/.VKBM 

PTIETOirH 



*0.00 

E®av3 

HrtfaunVHi 

iMisznmu 

-TT- 3-',L >- ^TYHaHI^H^^HH 


*0.00 

■PW.VK] 

■H'i’IT Y.SY«VM 

cr-KiMfrYa 



*0.00 

■Effij3] 


EPSTlEa 




■E23E] 


rrr>mP3 

I40NV GROUP INC 

IfcilE5) 

*0 00 

1GS] 

■HTiTY.'i'KHI 

iTT:u»r.v-j 



jo.66 

ms’.'.Ewi 

■HliYAi'ilHi 

C5I25^ia 

NATIONAL CITY CORE 

■3E31 

"io.oo 

■Eai'33 

HKTi , ;r:’7.7uHi 

i-M-'s.'.twa 

NA TIONAL C/TY CORP 

■EigiM 

m sit . i-uBBiH 

■KW5S! 

hr rm v.v v; h 


NATtONAL CfTY C0RP 

WEzrm 

SEUCrlUi 

lEJI'j'l 

■KtU'^'WI 

s.ar.MWJ 


TWl-M 

BHMBKSFQIMlinHi 

ircyys 

mKnsRtZswm 



wmmm 

■HI i'lvIHB 

kees 


csscnc5 


■EIIyI 

17 T'/E’WS 

KiWc7£ 

■■■E-'.YV.'i'Y'BIBi 

CT«nrnrj 


■H3G53I 

■■■Hyxi-jiiiiaani 

icsek** 

■■■ CTitTZiTn^B 

EIZai'73 


■EE 1 ! 

■M'lrilf.'HHI 

IFil’ES 

■■MKIKW^VM 


1 1 1 !*■— —^— — 

; IE 1 

Tw*im 

SFIE&3 

IMBFY.’.'/'.-Y.IBB 

Eiui'iia 


■KHSl 

HHIHH YKiSUBm 

IFfK'T'T'T 

■■■E’-Y V- •'•YMH 


klETRO GOLDWYN MAYER INC NEW 

■Esai 

. t ; 

IFft//vT«P 

■■KOTYYiV^H 

ImCTESKI 

AMN HEALTHCARE SERVICES INC 

iKZJoa 

■■H 'IvHHI 

iPIVK-T-l 

■BUlila3XM 

t&azm 

AMN HEALTHCARE SERVICES KC 

laHKH 

■MM :'.■■■■ 


7/27/2004 


PLATINUM UNDERWRITERS CVT PFD 7«m»1 75) tJTD 1 ICI/2002 

IISS3 

MOO 

C Eri'SiU! 

^^■■TT^Y 


23ii^SaaMi;a.I.BES!l*5i.TP. M ' m II 1 1 '■■■ 

■3E2S 


IESE3S. 


HMxiViS 


1 




fciiSiEi 

RRSTFED AMERICA BANCORP INC 

IKZXZil 





AMEREN CORP 

iesa 

mim yihii 

IF/^iVi 

wmmmsmm 

l^rZiL-ri 


■E^S 


H'!f ; y 


EEttZZi 


1E2E2ES 

■■U ZlJBHHIMi 

KI-VT.VT-W 

I 

v. 

i 

IBBEIEil 


i«nEa 

UW 'XvlUMUl 



lfcjillll.il/3 

ui nHaHHHHHi 

IKim'X'I 

wm^M ' .OTvI^^HH 

IEF5331 

WKKSVSSSWKH 

•3757B810r 

OUETOtCO 

'K33G3I 

■UUB • ; F'.T-iauB 



IKZSSISi 

GABaU ASSET MANAGEMENT INC CLASS A 

iwaass 


fEMEES 

)■■”[ ,E1— 

IKSHSSa 


i H'X'LLy! 


iiyyvi: 

1BIIE£2[5333BB 

lUI-^Iul 

PHOENPC COMPANIES INC 

\MMF3m 


11' V - Y.3.'! 

1 ■■KZeleZiaai 

lfcIT?:^¥n 


iM-K-a 

■■■i’ESH 

IEE2E5S 

IBBCyilrSjEaHI 

1 ESSES 


IESSC3 

— ■* ffT*-:. y T.*i'— m 

KEEK; 

1IIIKES5323HH 

IEyZ-^ZI 


IBESESI 

— — TL^rY'TY/UUpi 

KSIEK 

I MBBEII723BH 

IEZ23E3 


iksej 

■MUM 

HES3J 

1 ■■DS2339BB 

lEgS-HEIB 


iii f i a 

■UU jl' 

«SE5Sa 

i mmiBizsam 

itiT'-r™ 


HHK’l 

^■■■1 MvUHHUi 

*110331 

i 

lEEZZEa 


ibesesi 

IMUUBI Tn|m 

KIE33J 

HCMSm 

IEE52E3 

WYETH 

\M3sm 


BEZ531 

1BBBBJ3E33JB1 

iK’Z'-liEJ 

WYETH 

IBhASI 

MB 

HE533J 

i ■■nnEESiiM 

iiii-SA-iy 

! Ln-Y’ rlf.< v,iitii.:iiii;' l .' 3* :7.vs ;« a i J ! a’. 1 AT :: :iimTTTrHB^ 

...1 

L _ . *0.00 

ncsesa 

l—ll 1 — 

IE3E3SE3 


\mmnm 

HHH^K T'l ySHHHM 

*IK?"31 

IlgEM 

IEEF3EDI 


IKDFlDI 



l*B*KT?~E3SlBi 

IEHIyIEJ 


j^aca 

SESBbk TT’v/r 

iUx7/iI"l 

i ^bbe«e53bb 

[ '254389106' 

DUKE ENERGY CORP 

\M3XBM 

mmmtsjzmmmm 

nzffiss 

1 WKKESSSSJtKM 

!E25nO 


\mmm 


HEE3 

[ l^^HEii53533J^^I 

IEH5E3K3 


IKSEI3 

m " j ?, ■ t tjhh ' 

HSIESiE 

1— EZE'M 

1 7170*1103’ 

PFIZER INC 

IBSE3 

iMwmatg tt?,v ‘fr.aiiiiiqya 

nsitsi 

imb333333B11 

IKEIESJ 

PFIZER WC 

1K55E51 

ma^^M TT.T ''7‘T<'^mi ' 


l—E5P/5aW 

1KSS3E3 


IBFM 


IGK” 

IBBBCinyiiZMWB 

lEZJSSm 


iB^a 


BBEE2S 

t^MKESBSJHB 

IBBE1JO 


iKaca 

BBMBI ill'll 1,1 BUM 

eiytY/Y'. 

IMHKHEyZJIHI 

fEESCSi 

: 

a 

1 

H2K3 


IKaCEvI 

IMHMEgHSHMBi 

lEEZH'Si 


IMEB3I 

HHHUHvUHii 

tifitEiTy 

IBBBB5ZS3JBU 

lEtHSiiaa 


IKEE31 


mu -tv 


IBEESHa 

FIDELITY NATIONAL FINANCIAL 

IK3QE1 


1 11/14/2003 

i 12/18/2003 

318326107' 

RDHJTY NATIONAL FINANCIAL 

maza 

! *0.00 


P»ge2o<40 


STRICTLY CONFIDENTIAL - NOT FOR CIRCULATION/SUBCOMMITTEE MEMBERS AND STAFF ONLY 


CITLP5IWHTAX0Q1342 
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B 

UcuNlyCMtcrtpten 

PoMUon 

Quantity 

OMdanda Paid 

n/14/2003 12/a/axa i 

23Faira 

SWELL RUBBERMAID INC 

KSES3U 


tOBP/a&i 


CWSX RUBBERMAE WC 

ESGaai 

HBT33Ml®HH|I 

SHIP?: TtVlMH KSP’W'&'HB 

i.'.iiv'tfr.ai 

«WBJ- RU6BERUAKJ WC 

KE3Z}jM\ 

■HH i r * IT T ‘BHl 1 

tPIT^TS. tl^K VII I- V.VikW 

i-iifrJySivil 


EOISBl 

S4S.510.fX) 

KH r » !—»■»« 

esshe a 

id LoUS'*4-i ■! = 

K7T:I>I 

SO.OO 

rrere - ""1 — 1 

BaBEsa 

Ta i :,V|*:ijii'i d^atl .«-L'.'»ir»l>' 'r:.v:.-.vi-l 1 1 1 !■— — 

KD^Hl 

j__— 


arswPva 

o . atl - .' , : J3; H:.U-nHH 

H3II 

$0.00 




w&mm l 

$0.00 

K{ mi :.'.fUIHi 

ggy«r-fl<« 


BSXSW 

-'MTiy- 1 

hw-v/mIMimI'V:/* 



K^sai 




■HHli 

■E3Q31 1 

$0.00 

DEiLLaBMKSs'^'i g^gassaMiiiia^waNfac^BS 


mmm\ 

$18,778.13 

KTprv^ 

mmK^TTTJryrxwmm 

Esrazai 

' 7 41SE i IiJaL4 ^ -v !v a iwl i 


$128,325.00 

KEtsa 

■nwT-" 

tnsKnrcj 


■EKaii 

■■■■ L.‘TT^FiBHHi| 

IFES31 


BEIEIO 


ms^m\ 

$7391.40 

RES51 




■BtES23l 

$7,391.40 

■FS^Sl 


ZT^TOiTFTa 


BEaaai 

$0.00 

IF5ITA35S] 


K'':’ JHLVJ 


KXE9I 

$188,261.25 

SESES-S 


rei-TSFl 


gTvTTni 

$0.00 


vww 

SETviviMjl 

1ANK OF AJSRJCA CORP 

mi>xvm\ 

$6.00 

n.TtiVrrro 


ki. iV.-jf.^y 

iAW< OF AMERICA CORP 

KSEZai 

$0.00 

B0IE3JH 

■v m/m? ■■■ 

BHW’iKJTJ 

BiiWaMK» l,, >-»;* r*’ : kf*' •' .' i’i - 2 i n ^ . iISH 

BE3SJ! 

HHEKEXE&aHHI 

lEHSiSS 

■HTOTOTSMi 

c»'.v,y.t[»za 


M3££m 

$0.00 

esses 


gn-irarai 


BE3E3; 

$0.00 

ttSESSH 

■MB-7sWiTMMI 



■BEai 

$0.00 

eehwt® 


E31HIK1 

-jx'id-l i >i .»;.v4I»hi>i/.v-V.i‘iV j.ia:n a-'iiHBBHi 

■EDGE* 

$0.00 


, | E"i". r ;'::'~’-".'-iSB 



SEifciS 


sra 

. V.TiT ■■■ 

K5rr?nr." 


■CRnrrra 

$0.00 

o-inyAS 





io.oo 

ff3PK?iS 

wmwr-iR mm 

EirijgFiEdl 


BESE3 

$0.00 

CFUrv:.""' 


befswsi 


■JS3G3 

_ *000 


mmmrsi?? . 

tr-wcma 


■neai 

*0.00 

iEEffciffi 

h l.v:- v.vrcw* 

eirap-ira 


Ksaa 

SO.OO 


■■PwUi? MM 

E2JHE3 


maxim 

$98,293.75 

EHc?Kv>: 

MM V-. y , 1 'i* 

lanKFra 

Va .: .'i '4 ►* r ; . J ►,'! 4L a •!. V'.. 1 . '1 il I >Ti‘.V~V .’i' i\ fd i r i ' 

. 43,093 

$70.457 81 

Kggv 


izu-iriiiLi 



$0.00 

BH5wH 

mmpjrximm 

L«at-iHi-va 


msEm 

SO.OO 

ifwx: 


BSff3E3 

0FERE4CO 

mrwFzm 

$15.251.28 

lEfflcSi: 

HBOE/^tmm 

'244199105' 

DEERE 5 CO 

BQQ3 

HH KmSH 1 


■HI ’/..?■■ 

E3S3E 3 


■ERE31 

*000 


■BBT7£'mB 

EXKCHC.3 

iV7'TI!/i?V.v ;f j'.'Mj yri 


$0.00 


■n i '/i''hh 

d.irpii^ 

Fi'illi'ir*?! ; V-WMl L ,' — — 


$0.00 

KWE5 

■■Ii// iTf MM 

c*r^ r .t5rai 


WL’vkiZ-M 

SO.OO' 

■JC/iZJ 


FT'.V.LTI'.ril 

BANK OF AMERICA CORP 

KK3 

*o.6o 

Milvll 

MKI, MM 

lETSTTPIB 


»a)G3l 

$0.00 

■r;yv?1 

2/12/2004 



^'*31 

$0.00 



■r’/.v-n 

■Hr-'/-.' f'vnB 

err4U?fl>y 


MTUGai 

$80,967.75 

KiX-n 


ET7T-~TT' ■, 

WA00ELL A REED HM. INC a A 

■BZZI1 

■H • : mi HH 

WEa 

■■TO’* 

BFsswasa 



HH 1 

KK5&I1 


criiMk-'i 


■CJGI'31 

$0.00 

■B&sa 


cr?jnr«ii 


iBSG-a 



MM VJP777’ WKM 

ES?s?:*5 


mztzm 

HHyil/HH 

■Eftsa 

HHlr ' ’F'FIT^M 


BANK OF AMERICA CORP _ 

IWCSKZM 

$0.00 1 

KMlr^Zl 


Kzc-.^ira 

BANK OF AMERICA CORP 

IKDS3I 

SO.OO 

E£K*2 

HM'Z’5:<!flM 

■B^TVZlT" 


IBSQa 

iwmmKSjmzwmm ■ 

*fr?K£2 


KP!5nrrr; 

SEMPRA ENERGY 

IHiAiLL 



wmmwmamm 



IBEJEd 

$0.00 

1EES 

■B'/iv.m 



lUGEina 

*0.00 

«aKaa 

MBK)<-7>.mRMH 


BAM( OF AMERICA CORP 

IKIX'A'B 

$0.00 

■EEME3 

■MT. V7.V MM 

B7SW3E3 


Hiy-.'.-'jp 

IMHBHI 

■E-j^za 

■HHk£52J*BI 

CEiHCa 



$0.00 

BEKHJ 


E-iwaps 

cn:^ivi:>L:Ji»aHHHBHH 

iuKKia 

*0.00 

■ET/sa 

■K^'ZSB 

icswaps 

11 ii \ 11 '1 1 1 1 HHBIHHHH 

[■EJ53I 

$0.00 

17/IKvII 

ks 

EiililiJ 



SO 00 

BBZS23 

HBEE52JH* 

IGSQBO 


IEOI 

$000 

KcHEJl 

■HE553BH 

igrira-Tr^ 


IBEE3 

SO.OO 

■E2S21 

HBEiESDHI 

: 7782/3101 

ROUSE CO 

i*^sa 

K^B^H *S' 1 '. .‘7.- iMHi 

■E3S23I 

^BKSEgSJMI 

ISiliteil'IB 


Ml'lKllB 


■JcSI'l'U 

BHES-ZilBHf 

(Einno 


ina 


IE5SI 

HBE5jl5DH1 

itcrmras 

BSB BANCORP HC 

IKSI 

HHH if ' IvHHHI 

BSS21 

■III^EiE533Hi 

IE233E3 


\WEsESa 

HHi '''''■HBH 

msssM 

H^KZI!?Iv3Hi 

lESS^-ma 


nscsm 

HHH iZI l-'l 'IHHH 

m-rj.vzM 


ItSESES 

1 STATEN BLAND BANCORP WC 

iHZXSl 

HHB.'iaHi 

*25221 

■■K2523HH 

tESE3Ea 


IME0GSI 

HHBKSKIIiJ'jHHHI 

ggKvn 

■H*£32*HI 

IIS2Za3E3 


IBESSJI 

HHHKITaiHHH 

■SEi'I* 

HHE5j3BHI 

\mZI3Eu 

1 1 u I ' .lip*. 1 ■»*.' I'-' 1 ifJ 3 

imax 

HHiiiaHH 

EEHKl 


IES3HHB 


[■EXSl 

HBHBHi ’i-HH 

■rPriT-n 

■JJEtfgglliJ 

ISSZ3]23 


\MZ3M 

■HHH 'IvHHH 

K3S33 

HBETC5/IH* 

lELvlHG 


IKH03 

■HHKTXTQyHMi 

E2SOI 

■HI 'ill- V, I*H 

tBEJK£E5 


IEKQI 

—Hi 1 IP MH 

*£531 

KMH 

1 BUSES 

[VALERO ENERGY CORP-NEW 

IBEDE31 

^HiHK ' * n^H^H 

K2E21 

tEEIH 

IKS23H3 


IKEZ9 

■■HH.’^vflHHH 

*£52S 

H^E'. ’ vlBH 



Ifttaill 

4W4SK " • •; a .. S&SSiU&i 

*E52J 

maEasszwm 

IK2Z3E3 


l«3SB 

HH^KIStnTHBHI 

*52121 

MHZEZSIl^W 

IESE3E3 


tEEHl 

^■IHISEI^IHi 

*£531 

■H5352JHI 

ICZJHEa 

1 0 ^ J«^l *i f J.- 1 1 . ' f « i f « 1 y - y . i ; ■ v y- J - p; 

IKXE9 

[ $78.43750 

EffiKSI 

wmzsizzwm 


DUKE ENERGY CORP 

IBE3G3 


ISEESa 

HBESZcSIMH 


EXELON CORP 

HB'-l'Ai/J 


EES23 

HBESEZZilBH 


EXELON CORP 

\M35tU 

1 ^^HH. ii '71.72-UHHH 

EffiEHl 

HHESfZSuHHI 


PFIZER NC 

IKEESV 

r ffcMPMaM .. ■ r ;.gi(ass»f ■ 

*V‘7_'<:i 

mssiH 


PFIZER INC 

IK3GT<a 

j^^MMM" l " 1 "|f l r II iMjjjjMM 

WBBS31 

■EQZ52BH 

1 SQ2424104 

L 3 COMMUNICATIONS K.DGS WC 



EHE33 

■HEBZSSHi 

IE3E3E3 

L 3 COMULPflCATIONS «43GS INC 

imSGSM 


*337523 

WSESZ— 

1 '034521100' 

ARAMARK CORP CLASS B 

IKSCS1 

1 HHMaa—i 

tSESu 


1 tassaiiocr 

ARAMARK CORP CLASS B 

IKSXUS 


ESES23 

HHZSS3HB 

lESBES 


wm 

IHHHIElcrxiVHNi 
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915 


tncapdon 

DM* 

T*nnlrt*ttonDirt» 

C4^ 

Nuatbw 

iacurlty Doc^ion 

Portion 

DMdsnds PMd 

BE253 




ESE211 

MM ill, J.vjIliMMMI | 

tmiszi 

■> <; i . v;ri T afB 

•ggwjifra 


*EEj2*I 

$8,037.50 


■KOT.TKn* MM 

3SJ3E 1 


E5K3W 

*11212.50 

mir & II 


<BJ37Wiocr| 

(EYSPANCORP 

BEE2«I 

*0,00 

TffSSHS 


49337W100J 

£YSPANCORP 

WEEZMi 

*0.00 


Irt(tf20O4 


CONSECO INC CVT PFD 10.50% (J2.825)OW>4T>CF^AFTER 

100% 

1J87.400 

*76.802.60 

22222231 

4B/2004 

^22SI 

CONSECO INC CVT PFD 10.50% {$2 625) 0WW THEREAFTER 

1.00% 

648.400 

*46.471.60 


4/23/3004 

'206484875’ 

^SBHHIIBBiSiilHiiiilHIil 

616.000 

*30.331.00 

■k&za 

4/5/2004 

"3390301081 


aiaaai 

.LMI >.; 1 1 u i.iMMMi 1 

1VV'a«I 

2/27/20C4 



BEG2M 

50.00 j 

UrZX&l 1 

HEcMiSMi 

EHHBE3 

» VT-I7I V H ;! ^ , .«;i,, ; > J 4-'l ' •*’/. i! ^'.'MPMMIPMNMjtiliAAM | 

MMH— ‘ 

■MM YiTtIKSI'MMMM 1 

'Viv-y-n 



As ;; v.'i .: at»'I ; ; V 3--* li'ltTaTMMMMMBaSiH 

mmm 

1 y' r 1 

225533 




KSXEai 

50.00 

32E33 

■fWITr.Vi'iH 

r '‘VV>i’,’.17-V 


ETZ'I 

50.00 t 


M— MviliM— 

liliiSSEii 


ejvi 

MMr a Jz-iS'jMMMI 1 

lYWr.Tl 

MMtYMiaMM 

r-^vir-a 


mzzm 

tm 

laaaan 

HMKSZSiZflMi 

03*50153 

IAJ4K ONE CORP 

WEZZzm 

MM— Ei/ii/MMi 1 

KV-'.vT'ri 


E2S3K3 

JANKONECORP 

BE353 

SSSISsj iP . i . 7 j 

W7TC.-.T1 

■■■B7777' '.''■■■■ 


WNKONECORP 

*68.100 

M— I " -HitAtMl —K] 

EWffSgl 

MK/7/? .vlMMM 

■06423A10T 

iANK ONE COW 

32.000 

—MIS' . *u : .'iR— Ri 

Eipssa 

dHCViVI^B 

ETi-IrZflTil 


■LEUiM 

50.00 

PilrSU 

■KTAV MM 

KEvIKOI 


KE0ES1 

*000 

ET/vI'Il 

MB-VP/.ii'M 

bwmm 

MMHHHHMM 

KOS3 

50.00 


■MTrWM^ 

fliaMkd 

i SI SJKiTT^S J uBiI^—HMMMMMI 

KSiHEB 

am 

RiKvH 

MF. .VTiMM 

ESHJGa 


UEcSKSl 

■I— ■ VilX'ZJ— M I 

tjDSI'II 

MBTV.TiMM 

raTSTP?! 


KSEE1 

50.00 ) 

I’rVI'MI 

MM^Jr.'n^lM 

proCTTjFrii 

4AM< OF AMERICA CORP 

m:^-:vM 

■— ■■ ffXviJCi— ■ 1 


■■P.TOTMM 

LO’OiOIMa 



(^gggii zfcziZSBHSBR I 

esl*3 

■^V^V,/i v MBI 

BSS51P.il 


MK»»=«.lb 

$24,171.00 1 

KrVi.21 


C7TTIT1EJ 

GOOOfOCH CORP 

mmzi-m 

Hft4»46iA?g I'J Z U'VK R9S i 

tv-K-ia 

■VT/iTMl 

EEHSC'jI 



N— Ml 11 fV.T'MM— 1 

irosri 

■MrTTTMBl 

EGSRRTa 


M^rll 

*0 00 

Iffi-’ Ml 

3/3/2004 


CONSECO NC CVT PFD 10.50% (U825) OW04 THEREAFTER 

1100% _ .... 


10.00 


4AV2004 

-20646487b’ 

CONSECO NC CVT PFD 10.50% (12.625) 09204 THEREAFTER 

11.00% 

47.297 

10.00 

1223 

4/23/2004 


CONSECO WC CVT PFD 10.50% (*2.625) 00204 THEREAFTER 

1100% _ 

E33 

*0.00 

■fssssn 

-—j—— 

E2533Ea 


KX3M 

*0 DO 

ES£ua 

■BK7r77iTMi 



mmim 

— IBM . IK’.'. * ]—MM| 

ri'AvIl 

BBM-’1E''*’MM 

IftV’JMMU 


■EE3I 

— Mzi'jM— i 

tEE-ra 

■MM///r VT! 

1.3J50PH 


■E9G3I 

USSiaB 1 If IF. ;■ iiMMil 

IE; OH 

-YViTMM 

EsSS^H 


mzxm 

... ... W.pp 1 


mmmFza mm 

E'iFEHBi 


wfzjssm 

■— | D/ M'J I 

K2SI-3 

MT-jE.-i? HM 

MRvirca 

ssrjssirvjeiKryi!! :mhmhmmhmmm 

wmsm 

HMM \il \ TvMHM] 

■33533 

MT.T/TMi 

fc«T>:nf^ 

1^fflTTir''Wr.'IMM^MMBBMM 

MS33SM 

MM—I: 5C3E3— H— 1 


^■TD? 7* I T 

K'.’-SMEiJ 


MTTTmM 

MM—i ifFI 1 

■H23 


Wbi»-W • J 

v «') ii ,'i f} 1— ■■■MM—MMI^M 

IBC3HI 

WOO I 

ESSES 

*W7M 

tU-El.wi 

w •'ii'. ■ -'if- T. , Li*;7)'A.~ji)[»y»jynMMHPillllllliM^o^^ | 4f | i l iiiW* 1 

■KK01 

w oo 

■SBmK] 

■KE31 

lIMMUvi 


WMX25. 

MMMM n.IvT.v— ■— 1 

EHK32 

— KE?£ZM— 

F"IK.’.U-:'j 


KDEE9 

fi— BBBBiSrU * •■o — bm 

taj.ooT 

■Dirrsaa 

r»TY T H-M 


iKxa 

MM— 1 U/ I-SJE I — — 

■SEEK! 

■^M^T^TiTMBI 

VH8E3S& 


IMiJbvji 

MM— 

KEEijT 

MMTiT.V.T^^M 

Kv>ar.5i.H 


IKSE3I 

ElFT5MI^!i!XiI*!lMlXjl3 

ESQSuS 

■KT'O'iMi 

ESFsnmn 

[TT-J-T , 1 1 1 ,-r -p— —— ■ MM— 1 

\mZ9S8M 

—■Ml IT'IMH— Ml 

EJEESS: 


twisnrci 

ir * ir •rn T ’r r — mmmmmmm— — 

iM-.VL4-V.-l 

imbh— ■ mmHi 

ESErEE 

MMl-’iCEvlMM 

fcil'Nl-SJLi 


iM^ai 

■— M— I I'Ti— ■— 

fcil-EM 

MKTTiTBM 



i wExzm 

MM— I.i'IMMi^Hl 

KBGKSffi 

’"'■M 

HSZSSZj 


mzjzm 

50.00 1 

eeksi 

M’lR.’nl MM 

K-rr'SvS 


IWEJ&m 

■MBHM .Tv— MM— 

EZEkB] 

■MWiL'V-vMM 

E'l-'.'/ii'il 


iBHvfcm 

Irl.'T.'.'lL'MM— 

KESSi! 

MM..VTi?Mi 

BiWiMM. 


IECSK53 

■■■■HliJViMMMMi 

EHE*3 

^^kMEvumM 

Kn.tt-y». l -'''l»'4 

REVLON NC CLASS A 

1BE3G31 

MMI— .'Tv^H— MM 

EQ3S33 

MM. v ;■* -~,~i y mtmm 

smssa 

REVLON NC CLASS A 

1BE3E3I 

IMM— IE— 

EHZS33 

MME/5.Ev3MM 

ihi'IlEOE-J 


1B23J53I 

MMMMM ;t-' M— MMI 

■SEEK! 

■mozeoimh 



imsEsm 

■MM— Ml 5X' 3— MMM 

HHYviJ 

— ME2EC3MM 

iklEEIKH 


IMiiiXv2I 

MMMMM IT.vM— MMI 

ECE23 

MME32E2IMM 

ifc'ilEIOOi 


IMiEtovl 

^ | IT'IMMMMMM 

EESE3 

MB2Z3H 

Ulililii 


IM3KZM 

iasu*-** 5 ^ ViiJfiltLMMMM 

eiessz] 

■MMDZtZi— M 


1 as&MhiAslL **"'. ^ *ii ‘Iv. 

IBMI 

1 *176,217.19 

on 

— II M 

ggaroTYn 


IKDK3B 

■MM— MiTI—MM— 

• ’il.V'vIJ 

MMEZH!2j3MM 

yy. '* 

ENERGY CONVERSION DEVICES NC 

IE3C21 

^M^M— Hi— MMMM 


MMESS3BM 

IB5EI3HS 


IIBRKM 

i— — ^MlJi^MMM— 

e»eeki 

■MEZIE03IH 

IfciJlrY-OOa 


IBE3G3 

■MMMI— fE— MM— 

§ r n v 'jii 

MMtEE23MM 

781525500* 

REVLON NC CLASS A 

IKSCS1 

^^^^^MMUjMMI 

KHftlil 

MMEC253MMI 

1 L | -^7l'W'M[ l .'i 


HE23E3 

1^^— ■ IT.v— M^— 

essej 

MBEEEvIMM 



IKEDG3I 

■■■■■I ; Yomhi 


MKEEOIMM 

Ifclh-M St-y 


IMieXCJ 

■MMM— . J '. MMMM— 

EEEKJ 

— meev—m 

IE5E253 


IBBE1 

■MMMMM 7TYMIM 

Ees-sa 

■KSS23H 

- ,:a 

i EaasEaESSEHM mm— ^h^m—m— mb 

IMSK31 

■MMMMM^JvMMI 

eek*3 

MMEEEOIMM 

llHESia 


iBBStSl 

MMMMM UvlMM— 1 

skeki 

■ME2352DMMI 



iMssm 

■MUiJMM 

E2ESI 

■MMSE233MM 

lluitEOX-J 


iMjgca 

MM .T’l'MMI 

e&esj 

MMEE2S2SMI 

! Cir-ygS3 


licgcsi 

*0.00 

EH523 

— MEIE23IM— 



IKSEjJ 

■■■PimHHi 

EttSiuU 

MMM3E‘M— M 

igrrrgyitTrij 


IME3E31 

■■■■MKiiTriVBHHBB 

S52BZ1 

— MCZKilM— 

ilriJIOYYS 


IMEXSil 


ITa-TvjI] 

is— 



IMSSEd 

MHHMKiKiJMMMMM 

KEE-SJ 

MME/TaOIM— 

ir:i>T?yv7ri 

m BANCORP DEL NEW ... _.... 

W1MK&1 

■■■MB vi.l’VI.'iBBBi 

iv* v:0!i 

— MLEYilMMi 

iKs>^<:-;a 


1KSS21 

M IJISiytHBli M— 

*!( YEIl 

■KFE— 1 

IEIUE5Z3 


IMEXilJ 

— ^MMMUlMMMH— 

E2E33 

■■EE2— 1 

ifc^E3I03 

BANK ONE CORP 

IKJUvl 


iv.' - ' on 

MMK’i! v '’Hi 

IK222E3 


IKSE21 

H ■■■ .'.T.'VMHM US 

1 V31/2004 

i 4/2/3004 

■060505104* 

BANK OF AMERICA CORP 

IMUJ.1I1 

■n— !'K<— — 
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916 


►nc«pjk>n 

Data 

TeonJiwaonDaia 

Cusip 

Nunbar 

Sacurity Daacrtpftcn 

PoaWon 

Quantity 

DMdwxh Paid 

3131/2004 

4/5/2004 

1360606104* 

iANK OF AMERICA CORP 

■TTyrni 

$0.00 

iSEHZl 


C.2.y.’-iMy 

JA>*< Of AMERICA CCRF 

KUX&Ji 

*000 


■w zmm 



tE&m 

$0.00 

K5ES1 


K&&H42I 

.1-' L ' >iT»' ’ I 1 .' 3 >'»': 1 J - 1 

■BBM 

$0.00 

Ei!S21 

■MPIT’yrrnBBM 



mmm 

$0.00 

K3ES1 

SRV7HI 


jy 

Ktt'XS* 

$000 


BBKJiiiiiJBBB 

pzr+xm 

;»'/.!*! *.1 1 ' ‘ a' : T * T i'i' H/‘T»i‘il«aii"8in’OTrVlihra~1irrmf gT 

■EB3B 

$0.00 

KlrSl 

wm • — 

fci;A , .v‘ i it*sa 


mm mm 

$8.784 75 

■TH/Tre! 

7/22/2004 

Dssesaior 

JS6 BANCORP WC 

IE83BI 

||ll ■■■Til i 1 1 ■■■ 

iffBH 

4/16/2004 

■20646467T 

CONSECO WC CVT PFD10.50% (12.625) OW04 THEREAFTER 

11.00% 

42,156 

$0.00 

ngg 

4/23/2004 


CONSECO tNCCVTPFO 10.50% (12.625) 08/04 THEREAFTER 

11.00% 

Esa 

$0-00 

uga 

4/23/2004 


CONSECO 1NCCVT PFTS 10.50% ($2,825)06/04 THEREAFTER 

11.00% 


$0.00 

■mg! 

4/23/2004 

2259 

CONSECO INC CVT PFD 10.50% ($2,625) 06«4 THEREAFTER 

11.00% 


$0.00 


■KW«i 

EiLdiiuii 

EAGLE MATERIALS INC CL B 

■EXE* 

$0.6o 






$0.00 

K3EE1 

■iK/m 

K-Jr.'.’-rliXAM 

EAGLE UATEMALS INC CL B 

■3CS* 

■■■■■ il i 1 i HiHHHil 

Kasai 

PBBPiTXV/r^M 

IrT'v'Tyyr* 

EAGLE MATERIALS fNCq B _ . 

■DEH9B 

$1,288.80 

KiEKI 

■H-V 



■3231 

$4,645.65 

K3ES3 

■■//vV.m'VH 

•337829103* 

fTRSTFED AMERICA BANCORP NC 

■E'XHD* 

$5,177.64 

wamz i 

■■•Y-Y.t'aMi 

B5E3E3 


■5DG3I 

■*■ rr.ysaiH 


MB - V. YTmTHBI 

EEK-B.MI 

FIRST FED AMERICA BANCORP NC 

*m 

T r '»' ; 's BBMBi 

*aE*2i 

■*Htyy.v.-*pB 

E534MMH 


■ESlB* 

■■■■i r>; *> 

KSE53 

■■LVTi'.pi 

SKTJTTRa 


■kv 

$7,606.00 

s 

a 

■MT'ir'V.i'THHi 

ETTF^niMi 


■CHsa* 


EEiSl 

Mmmrzm ■ 

ebrsibi 

i i-T.T: Y'.i 



EHS£I 

■BE2S53BBI 

cwarnrn 


■LMUfl 

$0.00 

Riic&J 

■KEoaan 

KSUIMil 


BDESa 

10.00 

EHSZ1 

— — 

R5ima 

LJMITED BRANDS INC 

M'TK-ir-* 

$0.00 

KUK^l 

^■BET- V- vlB^H 

ESSiMf-M 

IT1T3TTTT y — — — — M 

1KED233 

$0.00 

B2EGJ 



TYu i-1 

■BBC3I 

$0.00 

B2E53 



r ’.ii 

KkOi 

$0.00 

CEsa 

■*EE2wja*i 

isrziaEi 

REGO^FINANCIALCORP 

■Ylftii* 


BSE-21 

■BKT/TIVTriTBBi 

EZE23E3 

__ '■' I ;m'iIihi'i i — — — pHBPHMHBBBW 

giTKT-VM 

$0 00 

K2E2J 


EE25IE01 

/dVMj. p 

EKZI 

$000 

■assa 


t7?’T'rnr,2 


msMm 

M00 " - 

■SEisa 


SEZiaEi 

:73r*;*’:!:lla : ^TTy».V.; JM— ^— ■— 

■EDCai 

$0 00 

K'iEFil 

mmiivwmm 

:■!!■:'/ 

73?»vr-.'la .' , .W , TTr?JTaHHi 

WEmm 

$6.o6 


WKKI&SSm ■ 

CS7-!5Ii- 

STATgN ISLAND BANCORP INC 

■EJcai 

$0.00 

■STK-rei 

^■■Y- Vi!>’*Bl 

HS7MT*id 

8T*Tfj.gWffiBANCOWlM: 

BUI 

$6.65 

■523221 

IMt'JIlYv.ilJBB 

Riaw:j 


■ESS* 

$0.00 

KE&21 

■BF.Y.'i •?■!■■ 

E«7«ZHrU 

run^i!r^i2^mmmmmmmmmmmmmmm 

■HX23I 

$0.00 

■E221 

HKY_Y-.vIHH 


n *1 .V.'I rr .HBMHVHHHMHI 

■L3FZ3I 


KHSIl 

■■BYY.T-TMB 

EGS5Q3 



$0 00 

KESS3 

■HIT/' -Y.i’iTHp 

E5TEH3 

SBC COMMUNICATIONS NC 

*M'B 


KES2J 


EFSVHTO5 


WSSETM 


■EEH3I 

■BTYTFTTnMi 

tLvvxi-ir.va 


*S3E3 


■7353 

wmviVriwm 

CSSlL-fliji 


■SQOI 

■M*I(Fy?/['T*i^H*i i 

■Y.Y-.vLl 


ES23E1 

.’TV iX iiiy.lMBBHMMBBHH 

msjim 

■■■■■ 'CjamnaMi 1 

Kffijl'H 




■3*231 

$0.00 


mm 

B3B53BB 






ESHELlj 


'■S'K'31 


■'iV.Y.n 


SESvT-IEa 

COLE MATK3NAL CORP NEW CL A 

■Ml 


ISK1 


HT^IPVi 


kEl'XlA!* 


CifE'YIl 

BBKES.T/i.-.'-'IMi ■ 

EWiBSii 


mmcii a 

■■ vti.:.jt*i*^hhh i 

KESsa 

■MLiHEvIMH 

fc- •■■•.Li/Si 


■IJESMI 



■KilT&ulBBI 

EIS2IE-1 


WXZM 1 



■BBl./W.' .'.•!■■■ 

E32HE5 




itjesisi 

■HTYYTiTHH 

gFPvv-irr.y 


■EDCluI 


dErzou 

■HEY- V- >. <1 BH 


COLE NATIONAL CORP NEW Ol A 

■nr.vi» 


EiEfiLlIl 

■HLk.iJ’-.'.-'IHH 

ETiiiTitVi 

C*i*A4jL'.1 ■ ' 1 ' TH * IJ : < JT) ' 3 V f » 

■L3E3I 



■■Bklc.1//:'.'. 1 -- *■* 

«rLZ.-^irf 




■HEsaa 

■KHK* 

K^SIIilvi 


Ittil'XiX!* 


EffiE23 

MW,‘i. 7Bi 

lr. ' JllilvJ 

GREENPOWTRNLCORP 


— — TTr* 'iT'V^^pipil 1 

CiCrZiSa 

■BE2E'IM*I 

grrr-Tiiiva 


■r*»iM 

qfcr.n-away. ;yrv' r : rs^mtt^kj j 

K'irvT'H 


IKSlilvJ 



■HE VTC'TfTSHI^*^ 

EH 

4/23/2004 

22239 

CONSECO INC CVT PFO 10.50% ($2,825) 08/04 THEREAFTER 

use* 

IB 

$0.00 

BKEE23 

BBB&ii'.'jI^BB 

ESZ3E3 


■££•31 


EGE21 

— T — 

ESTHEJ 

GREENPOWT FWL CORP 

Miy.'ioii 


EESa 

■■ESnSZHB 


- .u".J . \r . II.'IHHHHHHIHB 

■33G3B 


CEE21 

■HEaESMM 

t.j»y jr.~»3 

1 TTT 1' —— 

■E3E31 


r *:.y.’:.:i 

****5 u - 01 BHB 


ny^3SJ^mammmam^mmmmmmmmsrn< 

■I3R3* 


K3E2CII 

■MYiyXIMB 

EEuSZa 

I>«ln ) : 3:irjw.v^> 



fiiEoa 

MBE£EZ3MM 

KEranK-i 




BLksS* 

IBCSEiTUBBI 

tiTTiMr-ya 


■•D-JL-.MI 


t'il V-X'3 

■BETSZlBBI 

ESSI3Z ; J 

CQNTNENTAL AIRLINES INC CL B 

TuT-TTiM 


*52223 

■HKSEEZ3HH 

EEE-SSil 

PVTii ■ i.iT/t) , 1 ; 

HgyTi* 


*52253 

■IKYZYZ'^BH 

S35Hi3Ka 

'».* * S ' ’.Y i . ' ’. T 4,^'' 

mntrrm 


*?2V-,->3 

BB|KS2££3BBi 

ES S3E3 

rev* 4: Mi >'. : V :.J), X'A* tfT— 

■BEBM 


CEjK'lili 

■BP&&Z&JBB 

EEOKIEa 


■'ga»:<T<li 

■ux t x;T'*m ! 

*h&w3 

■■LSClvIBB* 

BESSSB 




KMr.v3 

■■■acazMBi 

KiliillKJ 

CIE525Z52S3SiriI3IiiICZL3HBB(I^BHHHBBBBi 



caEsji 

MEIEE53— 

ggHUFTi 

rx - ) •' i>; i 1 i > j 1 hmmbwwb 

■c&aH 

- f- ;1 ■ ;yg^aw i 

*551253 

BBBliEY-T-TB^B 

l/i "I’'i ’.‘2 

.*. • S 1 . , . 1 . 1 V ^ 

K3E3I 


k/rjfcr'fi 


EZ^IEa 

Uiaga. /:-•$-!. J^HHPPIM[^ Eseii WPT i WHfifffl 

■asai 


Z'J'ZIjZM 

■■EiGPZ'IHBi 

BEIS2I 


■E3ES* 


E25223 

IB 

ES3SE3 

*EE£3 

MEE&zJBl 

HHEtE^aHH 

BCIBEa 

BEi'323 

BBrHia» 

SB5S3EjI 


mmum 

■EES* 


*52223 

EKY-V.-a 

E2ES3 

mMgegwm 
mm 1 Sm 

SiSZ3H3 

tTr-VJTTFTH 


■EaBaB 

■uta 

*h:Sa-Yf 

■2X2* 

$0.66 

$36,356.13 

S83.928.32 


P»g«5o/40 
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lne*p8on 

Date 

TannlfirtonQMa 

Cut Ip 
Number 

SMu%OMcrtptton 

PoaAlOfl 

Quantity 

DMdandaPaM 

4/28/2004 

6/7/2004 

V4875610T 


■SKEW 

■■h iT'Tlm ■ jgmmm i 

I'silwZM 

■E^iTM 

3EtSST3 


WE3£M\ 

SC.OO 1 



ESBHEa 


KSEjMI 




Kvm 

,-V-Vv>J!iLJ 

YA3MM5TON MUTUAL WC ! 

*2X311 

mm.it r'.ii'-jmmmmm 

VrkirMJt 


sr-«ii5a 

NASHWGTON MUTUAL NC 

■3X3*1 

■■■i nx jEwmmK 1 

r57rS3 


HPESsaJ 


KSX3W 

$0.00 

tEsaa 

Ml — 

azxsE-a 


KiM’liJl 

$24,764,20 

EBE31 

HK'W 

E1HHE3 

■CTRO OOLDWYN MAYER INC MEW ! 

75,000 

$0.00 

ees&zi 

nMH 

RTCI»T>3a 

«TR0 00U3WYN MAYER NC New 

50.000 

$0.00 

rasvMi 


EHitiiid 



$0.00 

HAKiSI 

■*fcfc£EvI**i 



MZKZMi 

$0.00 

EffiSSI 

■I.MViTHB 

iiLrL’-'-ililil 


■ssSi 

$o.6o 

E55S5M 

■hW’Tk7>-;<'i t mhi 



KUX3T 

]C3E3|^BMB 

PEEWl 

■KVJ/iV HHH 

KTiYVLxV.a 


wmm 

$000 

liSVMl 

HK/I'/Z'lHi 

VrUKW<l 


1333531 

$OD0 

CHvSl 

■i'VVTi'H 



■SOI 

$82^70.00 

ESvSJ 


Ejssnisa 

SREENPOm BNL CORP 

136.835 

*BB*20X3£**I^*| 

EE5XT1 



SREEJffOt^T FWL COW 



RTTl 

aiiRH 

BBmiEa 

a ROVTDOTr FINANCIAL GP INC 


— * j| i *— | 



HSS53E3 

SROVBOfT FWANOAL OP WC 

67.500 

I^BIH C * ' »1 3^H^* I 

■2PrXTl 

SKr^XvliH 

E1S3S1 


■3X3* 

1000 j 

■OT5Z1 

■HffTi TiV.ViY ■■■ 

cn-inrrTTiTii 


BML’l 

$20,4B0.08 1 

CEj3 

iM.’iTi'/ri'i'BH 

E3E3E3 

1 1;.;. m»E3Kmmmmmimmmmmmmmmmm 

WE3B5B 

mmmm l. • z. vj**^* i 


■■’.TiVVi’IH 


. ’ 1 < ^ L 1 1 i~ y , T .* ? i 

KX33* 

^**MiiM '* 1^—1 j 

■33529 



7 M ! 1 ai- 13 I L 'L' : |>Y ’ j .' : <z >. ; 

myjzm 

■*■* r t 1', 'I '.'*■■* I 

*£S£J 

■B7»V,V> ,> ■■■ 

Fir-T/'-TV-y 


WEZZSM 

$0.00 



r?W?v7{TiVi 


itw/i 


t221 


rURITIFTi 

raTTrrr r »'T«TF. r »yFBT?; ■! ", i^—— ■ 

KSDX3I 

$0.00 

■EHE1 




■SX3* 

$0.00 

■&2S21 

mm-wzwmm 

BT5SHKSS 


gTTiTTTTTI 

$560,000.00 

E-ysa 


KTT’MT-m 


■2XE* 

MH : f 'MMMVl 

K&52a 

■BK*77i Wi'WKM 

kLiviaiH 


■son 

■■■i 2 ,^*3J**B*I 

cash 

mmixvsvwm 

kessss 

1 V . 1 1 > i Idsl- ■■■■■■■■■■■■1 

■3X3* 

WOO 

BEE21 

■■KTFV.'iVHHi 

VB SRffiH 


■I3UUI 

$0.00 

■ses-ii 

■■IKl/"'!** 

E5SBBH 


wmac 3 

$3,404.00 

KSRvSJ 

■■rTiTvr.TnHH 

HfKnr#a 


*EE3i 

■*■* i>Ai: T : i *M^*| 

ESESKl 


fciLvIBSS 

PFIZER WC 

■EDX3S 

6Aii6i4W y >T-7 ‘ T 'ff&O&Bl | 

pn.vwn 


esufk?; 

EXXON MOBtCORP 

i-Txa 

■■*■*]!/ ; ;jr MBI 

tH-ilvU 

— T T »T-T t.t— 

ESSIFIES 

EXXON MMACORP 

K3HH 

$34,071.57 1 

EDWI2J 

w^ywyrmm 

STvFi'Iil'/a 


■nra* 

**** ::.J J. . BBHBI 1 

EHSwn 

■■ELE3SJ** 

fc, . - 7nHl'>a 

ZJONS BANCORP _ _ _ . 

■BXH* 

**■* • ltlmmmA 

EiKIvI] 

■B.'IIVYM 

fffirA-, J 


■ZEEXOI 

$0.00 

EH?sa 

■MS5223MI 

mumssa 



$0 00 

CffiKCT 

iH'VA.i'i'ai 

BZiica 


■XXX* 

$45,211.50 

I-'iHKvIl 

■■r.vi'm 

E&ZTtfF, 


■r*X* 

mmmm ; C'.t.'.vbhhbI 

EKX2 

HBB . ' £ $ W! ' ■■■ 

£ZZ?,ZF7i 

I' 11 1 1 ■ | 1 1 ' ■ ■ I'i— — —— — i 

BH 

$0.00 

KiErS*] 

■KUISSIMI 

E3H SiiE5 

r.tn itwisti uLE'E u rmmmmmmmmmmmmm 

*TM 

$000 

EffiSB 


ei-izsro 


■3X33* 

$0 00 

t'.TVTTI 

— T- - ■■ 

Cini^TE 

[ *L'i i - 141- Ei* 1 

w sum 

$0.00 

Hisvxri 


CKH‘r»lK-, 

r ' j 3 i : : *.-i ; 

m-y-.in 

$0 00 


MB.v;v..;obi 

Kih'ME 

Pri.T«?»TT-iia I tja: 

■exsu 


ESSEX!] 

MB 

fc_illiV*'5'V 


■ESS* 

$0.00 i 

■TffVT*!! 

■■•ViT.VTnMi 

H '.:•:■•*>■?'»{> 


■KZI31 

**■■* '■T'.'Wmmmi 


■KV"'Hi 

ErlLIWEill 

iV/.' 

KH9X31 

mmimtt : t ■: h*hmi 

EBrxri 

■filV yTBBB 

ISXjil'X 


mmzsM 

■■■■5DX3X**** 

■-Wr-XTl 

MB.V/V.YirBBi 

Evmros 


Mzjzzm 

■HBB K r .'.'iil*H*i 

k^?ti 


i&.'-vii-iF''.; 

HONFVWEa WTL WC 

■EKEI 

^H*B •• t ' H *1 

r.w/-"»Ti 



F.’At;I ’.ft ! ; >107?— 

t*SS331 

■M*i3iSiEE**M 

KSaffiSB 

■■EISS 1 !** 

ESSiaiai 


■EE3 

nwmwgg •>’*' 7*y:' i WPBH> 

Erass 

■csai 

fh'-ffT4TC] 


mirsM 

***BKIXEaX*H**i 

EHHK! 

■WPT?y:rM 

tS3H4K 


ma&i 

****CI1XS'XS*H*I 

ESE sa 

IH/if-W.'Hli 

CTTzmF, 

DOMMtON RESOURCES INC VA NEW 


■H**^2XUX**** 

KSEX3 

■■EflSSaBi 

EjerjiL: 

DOMINION. RESOURCES WC VA NEW 

WZJZtfi 

*iii*3I3pEj* ■>■ 

«2H3cS23 

■HSU'-VIHI 

EKZSEEi 

■ 1-73' 



t'aTfi'i'i' 

mamizut-jjzmm 

CEmis 


■SEGI 

■■■ jf ' [| f 

laSd'D 

■BBZcXZZ'IHII I 

KEisza 


Kasa 

■*■■■. , ' T> '.'I**** 

EES33 

**EUV33I*B1 

it: 


•■Esea 

■m* :T'3 mhb** 

>■ Vi /,-•■' 'FI 

KM9I 

IEES3Z3 


■XFX31 

H** aXM*** 

EHrXa 

B*ES553** 

I62ZXISI 

1 ia:i>-»;3'yi. T . ^ I' 1 'MMMMBMMi 

MlL-KTtB 

ih***i iJ.'jWKKmm 


BMCSSSJBl 

IESSIPD 

IE7„ d i.r'-yTTTM.'.y.j l.MMMM— —j 

WEjem 

wtmmm '•is.-wtmmt 

IfcEBeXIl 

***ZcZ33Ifl*ii 

ErT’-r'K^ 

WEBSTER FKANCIALCORP 

■dsa 

mmmm :i r ‘mtmKm 

■ '■’V '-'-I 

BHKZZSuIHHi 

in»7XTR~i 

WEBSTER FWANCIAL CORP 

WEX&M 

■****3X****B 

EESI1 

BBBEVlXvUBB 

igyirrxirvj 


1 WEJf&U 

■BB ;/vvrv*H**l 

E2E2J 

^■LESSOB* 

)fcai23E3 

LEAR COW* 

IBE3 

m^mmLSXzzjwmmm 

esnasa 

■■2££E2I**| 

IESS3E3 

LOCKHEED MARTIN CORP 

1 MSKSia 

HH i y '.**M 

ggnxa 

BMESSpUMi 

IEIS3E3 

LOCKHEED MARTIN CORP 

mszm 

**h* n t 'rribmmmi 

E3Ev3 

■*E7/53I**i 

IES5:-IE3 


IBE3X3* 

wmmmifz~x5mmm 

i-grvX'ii 

**ESE!3I**I 

isssursa 

SUPERVALU INC 

IKDX3I 

mmmmKtrf.m mwmmm/f 

E2533 

BBKEE?T3BBI 

■W99031W 

WACHOVIA CORP 2ND NEW 

ims ea 

tm^m ii t.-sj. ’’*■■■ 

E&sxa 

■■tlflZZXHHi 

tszz”i:.v3 

WACHCMA CORP 2ND NEW 

mmsm 

i ; ft . ; TVS*** 

I-Vr.VXIl 

— — 

l BUSHES 


IBSDX31 

msmmas^ r ~ 

ESE53 

■WCtlv ~vl^H 

i EEEXGi 


1*13X31 

*■■■*1 Mi 1 *** 

EEExa 

*BH2S/3I**i 

lEnnEi 


1KSDX3I 

1 $0.00 

EZ-EXill 

msrai 

IE22EL3 

1 i ^y.TriTA;;>:4 i .TL. U-CTMWM 

IBCEX231 


ESES1 

■KHM 

1KSE3EiE3 

1 T7.u.v.’7;r4E 7Z*-' 

t*SEai 


E&EE3 

HHKZXEXH^H 

ilZ'StMMM'. 

lESiiaSaS! ^Xiv,-tr : .'»TJ7 , «ji^^MaMnitii | 'gfif~taa6SteN|i* 

MEXim 

y l *3 > ATl^— 

t-5«— -n 

■*E£7Slv3*HI 

iczsiiii 


\M3Zm 

mmmm n 1 1 1 h i i^^wi 

Il-'iiijMl 

WtKKEZZZWM 

IE323S3 

BANK OF AMe«CA CORP 

Kxsa 

bi Yfj^\ t'stmmm 

E3EB3 

mm bees— 

itESaE 

VLAD CORP 

i*e g^i 

ll^^**S-57']X**** 

■ggA-TH 

■BKBEZ333** 

IESS2I3E3 

VIAD CORP 

IK3X3 


fT'vvvn 

HHElE2Zu29HI 

IJBGS253 


!*ESG31 

M**IK3Zi3^**^*i 

i-’ ; - '.••••:•:! 

MHZaH 

IE23HE3 

mOROUPWC 

IBEEES* 

t $22,033.18 

E3X3 

MBEZEil.'.UB* 

iCZ-riffiTi 


1 *331X1 


E2EG3 

*B*Q~V33I^** 



1*12X31 



***Zcjv3I**i 

lESZua 

1 GOODRICH CORP 

)*F0X31 

rdttfiMK. ■ '"t ' ".' r SY>.l||iiKb‘- 

IV Zril'Il 

■**Ql233I1^H 

i issues 

icOOORICHCORP 

l*SE3 

1— '1/ * '**■* 



|'*3M5P1M 

1 

I 

l*E3X3 

!**B»TjnTrSIP*BBB« 


P*9* 6 erf 40 


STRICTLY CONFIDENTIAL - NOT FOR CIRCULATION /SUBCOMMITTEE MEMBERS AND STAFF ONLY 


CiTI_PSIWHTAX001 346 










918 


Inca poem 
Date 

TannlnattociDM 

CuNp 

Number 

Sacurty DaacripUon 

Po*Won 

Ouudity 

Dividend* PMd 

5/2JV2004 

1QW2Q04 



505,092 



mKEzmmm 

cs^ai-r-i 


■EDCva 




tSiWM 

rxucoRp 

M3K8M 

aaaai iki -Ti'iHiii 

EESSa 


I5HHJE3 

TXUCORP 

mmsm 




ES^jauttCu 


mmsm 


KiK>:«n 

W^KW? 'T^PV 

CH-H'ir.'f* 

UNOCAL CAPTRTR CONY PAD SECS *3.125 

ME3E2SM 


■3ES3 


s- r znr*r,u 


issa 

3NHMK - * -FI' ' MiHia 

E3SK1 


Wfai-Me« 


BEE3I 

■BBHarr'iuaHiBB 

B5E31 

MF-TMI ■ 

TOfttlSIOrf 

CONSOLIDATED EDISON WC 


— 1 ^ 1 p — — 


Hn 1 

E3D3I£i 


■•mow 

aaaa 1 3eei ''i^aai 

ggEmg 

T~ — 

fc.Ti.wiwV'i'i 


EDE551 

■■■■ jIl JBBBB 


— 1 1 -r — 

■0236091 Or 

AMEREN CORP 

HXSH 

■aaa sn^xvaiBB 

EKSII 

mpmPrvTTl^H 

ISSS3EH 


M&zzm 

— ,p 1 i^i ijBBB 


BBff/jIVTtIBfl 

ffTV-V.tt.V, 

fj ’ ' 1 i^mb in 1 nr ini TiTH"irr~ii imiT miT aim i*i 

WEXKM 

^■BBHSl/FZIKiaM 


BBB2ZEE22BB 

CSS355 

urr -Tivn^— ■ — — — 

msum i 

aa— Ti hi 1 f 1 — 


— ~ rv . :.' T BB 

cr.uvrar; 


KO 



■BSESOBi 

ESHZ-BSi 

IS!*: v ^*'d 




— 

BUlHKi 


E3S3i 

aaaBfTr T^rrTaaaM 



CTitTTT-TTiTs 

NORTHERN TRUST COftP 

KDS1 

— s>iiisa— 

mud'll 

■■KIFrTiTBa 

K333RH 


EBS23I 



— 1 — 

SIEVES 


■EE31 

aaaariT, 1 1 ,i| aBaaB 

MSBS3 

— T' ' — 

KEi-ara 

PEPCO HOLDINGS INC 


BBBBfS3EIiEBBl 


BBBZD2&ZBB 


PPL COW 3 

■fubtm 

■■■MKlTlLViVfjaMai 

KiJr-J^ZM 

BHIF5v!'?BB 

E3MUKJ 

PPLCORP 



■ ’.Ir-vll 

■■■liFVl’.'lW 

Et*'T?v:i 


K3tQ3i 



— TTI if 

BSUHIIiH 

DTE ENERGY COMPANY 

■SDEa 

■l^^l IT ’ * ’’’jBIBB 



mwsTOj 


**3K-za 

■hb 

«Eff»a 

1 I 

Kr-!!-«n: : j 


■R?gr»’»a 


122323 

■■■/a . j . >'«*aa 

KHtflUliH 


K5TSJI 



— t/V 'T'.T— 

bfihmpvj 


KDSSS 

BBBBlDt%l2Bil^M 

■ZcfeSEJ 

■Mt/r . &&MM 

EQBIJE3 

COCA-COLA CO 

■EiHgM 

— y : tj> 

■33221 

■■ 7/W- ■’.•’■B 

E3MMUM 

UST INC 

M&xm 


■T’r-.'Jll 

IBBF/niy- LSJWI 

EMHIKi 

L1STWC 

miKsm 

jjrr r.^SSS 

■3E5££J 

wm 

«ESZ3IEi 


■eussi 


I'i&'vZ! 

BHB7,?/v.>nBa 

KU^frJSi 

K! i* 1 . « 1 :**?•' : .12 d *1? TiL* 11 fTJBBB - ..• -v. ■*■*.',* ■*■ x: 

■ESEDB 


*51-55:03 

BBBmvMBH 

t’V'.'u'iwN 

EAGLE MATERIALS KCCt B 


M'XrUaBBBB 

EH-EKl 

■■ 'illi.'jTHH 

EEEifciS 


Bueai 

iii* ''■mmm 



BiSS-HBl 

r .' >|| t ' 1 j" — — — — In 1 1.. | |i,_ . 


mb : : <[j/:aai 




<l.i .i-i .Bi.ggew 

K»rji 



mmm m\>vmm 

I'.Yw.V*) 


BOESa 



mm vL-zzsmm 

E/srarnw 


■asa 




Egggg] 

VECTOR GROUP LTD 

■DSSB 

22*5 

I3EKK1 

wmssrZi zmm 

•277461100' 

EASTMAN KODAK CO "“ 

aiifaya 




•2107&S3O6- 

CONTINENTAL AIRLINES INC CL B 

■ami 


EHS22 

■BM'i'3-cjFBB 

ESHETi 


EB3I 

- ; -,T.- 


■BTVFVT'l BH 

E.vLMJPVi 


Bflg?a 


CfflK-Zl 


[ gSaiL»J 


■323 a 

JO. 6 O 

natsu 

wmii tuzsmm 

ITTr-TTra 


Kssa 

azFMia 



MBB/ilir-.i.uHH 

SESiffiSI 

L-i's>J. 3!'.’.' ITBUW— — 

KXi-ia 


ESI&uIl 


tiioi-Tj-j 





HUi.V'.vm 


ISHARES RUSSBA 2000 INDEX FD 

aiivra 

%Z£S8&&£ pV'KBB 


■BVi ■.V,mT BB 

EKGH3 


MB3EBM 



HST-' 1 Vv>. m 


ALTR1AQROUPNC 

BESJSa 



■BB3t->, : :wm 



■uXvra 






lEesea 



wam.:hi,-:xwm 

IELiU-flE r J 


■sxsa 





NORTHROP GRUMMAN CORP 

aancz 


E2ESJ 



CHELSEA PPTY GROUP INC 

apaivni 

■B^iFiFSBi 


BBBA j -.v JBBi 


GENERAL ELECTRIC CO 

MFM 




E>5£IE5 


mnsm 





ALTRIA GROUP INC 

WKXzm 


CSE33 

■■.mokhbb 

BETSE-i 

k*::ii .' f = ' 1 l' v.vl • 

BEESa 



wmn&Mismm 

BT.««Hv3 

T. ^iT r ; ! ij J i 

■EDEvl 

BHBK 1 r ~ i MBBB 


BBa.i-.ziu.JBBI 



■E3S31 

BB ^XLT'XiaB 


BBBK55IBBB 

EXFUEJ 


■£3Ev* 

HHM| ’ ' '-T. 

F-.y*!r->;»a 

BBBEESI iUBB 

fcSSHgi 




I-V'FTjIB 

mmE&zzMmm 

E 22 i H'13 

ALTRIA GROUP INC 

»V.mM 


E5ZE21 

BBEEECDBB 

ECiESSa 




EfgffyTl 

BBE£E2BB 

BSHB5I 





BTiluTuIBB 

EST'jiEBI 





BBKHuuTBBI 

S55Z2C3I 

CECSCSI 

ALTRIA GROUP INC 

■E3GEB 

f5^e i 

r~H!rvi<;i 




■rasa 

EBZXEI 


imksi 

BBC5I55IBBB 

Kipnf-xEQI 



gm'^r 1 T’MH 

|:V?V,\T 1 

BBK3ESZBBR 


VIACOM INC CL B 

■E3SM 

— — ‘ t; ii mmm 

lagy-vii 

■Busm 



a' 

mH-fL'M 

BBijiECEWB B 

C5SS33 

IBBESB53BB 

ESEjnsa 

. d TL . >7 JL ' 

arapyra 



■B-EESBBi 

K5HIE3 

1 l..i7C J 


■H S' %EMB 

EeiEHl 

— EgZgjI— 

BEStEI 


TTfif 

bbbb ■ ■YFttummm 


BBBSSSiSuIBB 

BEiaiEa 

CHELSEA PPTY GROUP INC 

a^FTf.VM 



BBBiEZBBB 

E-iFi-iiia 



BBBBBTF1EEBBBB1 

ES2SU 

■■ESIBI 

csumsi 

DOLLAR GENERAL CORP 

a4AX<v 


Ery>t , ; i II 

IBBEIEgBBi 

EIS3EDI 

?«m<musTcoig £ 

■E'iMnrii 

SE^MSS 


■BESgSBBI 



ms . mm 




CESSSI 

US BANCORP DEL NEW ■ " ' ‘ 

WW.'.W 

1 ifyTraHS 

Evlfrgl 

— r 1 1 1 — 

KEiaiEa 

tail j>;| 1 1 ,j 1 BBBWBWBfc ju^. 

MSKSa 



— rig/T'i— i 

ISFl-il-il'III 

mum 'ttmmmmmmmmmmmmmmumm 

■r.yw-a 


LjfL'V"Tl 

BBBEJEuIBBi 

KE233E3 



BBHfTYT%^^^S 

ESSSSl 

BBBSEjTBBI 

KEIMK9 

E5B3 '3 1 »' : n m txs g t.\y,y g 

■BPtTiTW 


ISSggMl 

— EHgZ— 

K-aHii-ra 

>T >; '' T ' 1 | ii 'iK 1 1 'i |H n 

mw/.m 


|jgE5Ill ; 

BBBEEg3BBI 



EE EB 

■BKGXiS^E3iHBBB 

B2E3M 

■■BEEuIBBB 


J^MORGAN CHASE & CO 

B30EE1 


1 WB&ZM, 

BBEESZBBI 

tziiriivi 

!’>T 1 l' J... TT 1 1 dlTTV >’«~ 1 TCTJ— — ^HfBWIBWBi i 

ansEa 



^BBZEZujIIMB 
TfTi —1 

E-23S2E3 

E3l!3K 3i 


fctte±a 

Kffil 

JC.00 

*26,849.90 
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919 


Data 

TanninationOata 

Cudp 

Numbaf 

Socurtiy DMcripiion 

PoaKlon 

Quantity 

Dlvidands P»W 

7/1/2004 

8/14/3004 

G253F3 


msma\ 

*220,159.80 

wi&sza 




WE3E3M 

$0.00 

me&zsm 


K&attU 


WESESM 

*121.500,00 

mi&'tSM 


orsaKa 


__7«3QP. 

*3.650-00 

KESZZM 


H353IvJ 



■B^BTZTZZHi-B^BBB 

WLSZZM 

■BEATC3BB 

RTcnra 


■E3ECM: 

■^H 




4ASC0 COftP D6 




BM.’iic V.V >* Mi 

■817446*46- 

U0RGAN STAM.EY 

Kssai 

i^ 1 BBB I I 1 ) — B 

■®'|? II BBBTOIT&STOBBi * 4 v/ ,, '»r.'j 

I4C4W5AN STANLEY 

keesm 

'It— f rr T ' 1 



HBE31 

wmm Y&Zji'Smmmt 

mhiAtzmmmmn i v. 


K^ai 

*000 


VIADCORP 


*0.00 

■Z2H2J 

■ T r7aM 

S5HE5TJ 


ms9 

*0.00 

•CT.V.Tl 

■Br T ?J7zmBBi 

ETCTiffil 



BBBBB 1. TvBBBBPl 

E2S2 1 

■ViF/ . iTMl 

HEIZTC5 


ms usm 

*0.00 1 

e$s:i 

BM7W,'.'YMBI 

ESB&SISi 


mmsm 

*85.281.00 1 

KISEKBL 1 

■■I'W./i'M 

uissifcy 


BLyygB 

BB— II 1 ’ '||i iB— 1 

EEEe&U 

■■'TCvi^BI 

IH&tirlttd 


KXEJI 

— TX~» jr'-TTYl— 1 1 

fcttEiijll 

■K«LTC£**i 

U4TA*VM 

•.T; a £» ':« 1 * * * •: ; -1 .* f*'«’ i i d;? IcVH il *• ■ 


B*B2HX-I3***i 1 


BB*ATCMB 



■il/3 

*43,750.00 


8/18/2004 

■! 25686*03- 

CMS ENERGY COftP CVT PFD 4.50S<J2-25) PARTIAL EXCH TO 
125696678 

253.750 

*142,734.38 

isiEsa 

7/23/2004 

■001867505- 


■as* 

*0.00 

»irv"*n 

— 1 

FIRTT^S 


■FTy>ai 

*0.00 

RTPS-U 

■■BATCH** 

Ev3F!iSr<TJ 

TTT a i ti" PH A V kf J> lli'.'^l i^— 

HU 

*0.00 

BIFaTCI 


K?ffT^I7i 

J.l:'n 7i J.-LAclILt ia! . , 7VV»1»T>t1’;CT3l?l3!'7MMMMM— — I 

■Fgy.-.M 

*0.00 

■flp;55a 

■fro.''!* 



mw::m 

*6.6o 

*SEE33 


70213F102- 

PARTNERS TRUST FB4ANC4AL GROUP NEW 

18,000 

io.oo 

HATCH 

BBKATCS** 

STvTFin 

m ii - | i ^ i .‘I i i t ^ i ■ ■ hi '■/ i 'i i' 'BBBMWBBWWI 

HlOB 

*0.00 

BIRSt] 

■BHATCHB* 

EG3EI13 

-’.’.••I? .'”.’>' , . , kr-:'4-.i J: A'.'flBBHHBBMBB 

■ri-XL'JB 

*0.00 


■BHATC’BBi 


PARTNERS TRUST FINANCIAL GROUP NEW 

35^80 

*0.00 

HAW/H 

■bhatcih** 


1 7 ' 3 : i : : l'-;t i j : ? 71 ? Y L* VF : ’ v1 T JTIaTIBHMMBMHBI 


to.66 

HifTCH 


iriYit-iai'?/ 


HltiXSBt 

so.oo 

IZE/TCa 

■watcibbb 

fc.'~ffTa1»4 

u.'ui/i: i^iuu 1 ‘-y • m r r*-T T T/ r r •xjrrr?7BpmpMPHPpp[ 

m-mn-iM 

so.oo 


bbhit.v i7M 

E&SFSnH 

^l:4i 7 : aj.-fc i a ; 

BtLM'K'B 

*0.00 

RETCH 

■■ETCTCZ** 

si'/irrai.r. 

aai^aau^Ai^ 1 1 1 1 ii ii n 1 1 ii 1 1 . 

■Exsa 

*0.00 

KEEK] 


ir/iWMai''* 


mocsm 

U9.22 

hatch 


itiL'inuM 

J*:i K*i i!TS i .T t' l i i 1. 

moGsm 

*402.18 

■TiTTCH 

T 7?7.y ■ r i T ^M 

E.yiRir.vi 

PARTNERS TRUST F»iANC1AL GROUP NEW 

■os* 

*604.80 

RETCH 

BBBWsnvrft'TBBi 

HtfWIil.Vl 

71 . 4 1 i >1 ^ ; ; ” : V' ! ; •>!■ . J 7 ! ^VflBBMBBPPBRPB 


*873 44 

hutch 


fcvimiK-4 

•>.4;4l7. 1 1 1* 1 '|U l > *H l 1 ll B'll"— — pp^— p 

wamm 

*745.20 

HA1TCH 

■ni7;iv7''H 

I 

M iilja Iji 1 i* 'H * t f 1 1 i i B 'i t 1 'JBpypvMtiH " widish 


*831.60 

RJE223 

■MTIJa >V. ii'IMI 

EnyjFisivj 

77 : 1 1 . 3S-* i l ki d s .' L< : Y r .i VcT : ;•■ i . ^ 

■EDS* 

*1,080.00 

HUTC7I 

HUhiV&aH 

E'/fflil'/i 

J.l;4i/i3;L~ln^>L-ii3 ?iJ?|4>L’«ci;;>H; 

■BUS* 

— iM*— 

hutch 

H;;onH 

v&mK'i 

J.'.tl? ! J.--% "■'|I |I R i l 1 11 ' BMT>T.yiff-(iniT«T‘ 

ES* 


HATCH 

u — 

RVffUIv. 

^.1 itli ■ 3;-.fc i;T| i -~"1 r ' 'Iji -'Tl ■! » 

■SE3B 

BBi -ai: » immmm 

HATCL I 

Vr?V'» 

STOTTSTT?; 

1 11 ■ Lb? , ?71 ?YUr r .'V 1 . -M ' t a 

■as* 

1BBBBI rXI''T<'B*BBB 

HATCH 

bbbetctchb* 

SuESEaKii 


■1XS* 

*3^94.00 

HATCH 

mmti m«zmm 

E*TRIiTM 


Bmr.'B 


HATCH 

IBBV7*TV. . ''■■m 

cars* 


■I'W'V'B 


HATCH 

■KSFKvlH* 

ESSuraS 


JKHKSB 


hatch 

■BEZATCHB* 

KIA'HST.yj 


!K2XS1 

IMBIITn^/HvM 

HATCH 

■BHATCS** 



■as* 


HATCH 

wm y mzzm ■ 

KMUIIi'-i 


K3KSB 

■I^^K ip- 

HATCH 

— t rv.y.;i 

Ll-VLUJKii 


*5sa 

■^■K?-::-r*BBBB 

HATCH 




IB-^j'R'I'I 

IBBMiiYiAcjaL.'JB* 1 

HATCH 

BBB7/£V. '<!Hi 


1 »J *." J i a : i r.i #.' i J * ,'^•1 ?:»4»-#-MifM^i^pB^ i 

KiXS* 


HATCH 


EH-ESl'i 

[•Y’.'u : 

*ErS3 

■BBI : t'SSSS 

IZTCTCH 

BBByTCABBB 

sass'Mi 


mjgci 


*2:7/533 

■BA’.-TCi-HBI 

HM’LHClj 


WEXsm 

*8.464.50 

HATCH 

BBHkV V,*.'! BBi 

EZ-5.:hv.i 

GREENPOWT FWL CORP 

:BtKS* 

BBBBBI IF^T/TmBBBBI ' 


■BHilTCHBB 

Kif-'irijwi 


nt-fliu 

*0.00 

HATCH 

B*LiiTCAJ*B 

ESniiKj 


IliaSB 

*0.00 

HATCH 

— vi— 

EJBWiWi 


igaibaB 


UATC>:1 

WE55I1 


Qi 



hatchi 

M '• I/Avll** 


1 iPYi-'i ill.iTH 1»'l.l l'i-f ?i?1| ;• 1 1*4 >.'i 1 k! •) liii.V/' V.’>'iVj : IPTTBB 

'IM5I 


KFlTAOIl 

■BK32TCHBBB! 

K2ES3I 

CS*^iIC>IiiiZjEZI233[ 

mivX-ivJi 


*2 1 




.BBBDES2 


ESSES 


iQiriaivi 

fT^v: ag; a 

BDSXSB 

*0.00 

m&EZSM 

IKM'Si 

fc'I'AlLilL-i 


MSESB 


»/."-■ vll 

—iv i 

C222C3H 


iHoa* 


H/cTCIl 

mm. 'V:. a jbh 

Esasaa 

fg?TS;T»r?TriTT S 8 : IfJu 1 - 1 i »'* f _\ | fTiTCBt 

i*mpM 


HATCH! 

BBBCEffiZilBB* 

E-riM; “id 


■ilAijjB 


HATCH! 

11/26/2004 

35746U1W 

DOMWION RESOURCES INC VA NEW 




6/24/2004 

449668208- 

WC GLOBAL WC PFD CVT 7.50% DTD 06/30/2003 MAT 07/01/2006 

SERMEDS 

18300 

*0.00 

HATCH 




iBpyp:<:-B 


WlrVZ&M 

BBKE3TCI1BB 

E25flE?a 


1— ' \ 


HATCIB 

■■EHZ5S** 



l*UJQy* 

BBMM 11 P il i iBBBBB I 

HATCH 

■Km 


1 


/a’ihbi' 


3/3/2005 

70213F102- 

PARTNERS TRUST FINANCIAL GROUP NEW 

■E3ts* 


J2jj222l 

11/2W2004 

22-"’ | 

PLATINUM UNDERWRITERS CVT PFD 7,00%($1.75) DTD 11/01/2002 

isa 

so.oo 

■STTCHI 

1 1/28/2004 

iOIlHLCi 

XEROX CORP CVT PFD 6.25% DTD 06OT2003 SERIES C 

wsEsm 

■*** r 1 1( i bbpbbiI 

tESSSSM 


E!»?^>a3I 


IM33&M 


HATCH 

*B*ETCEZiI**l 

;E??yi>->Va 

1 1 •T5.T71F.1 **:n,ii-a.iwi| : i i k'A> 1 : • l *--« •! i i 

1 WES3SSM 


E2ZSH1 

BMBIATCI’IBB* 

ESJHESa 

BEST BUY KC 

wExsm 


EKTCH 

BBBCrTCHBBB 

f®223E3 


'■seal 

MBHHAR'KB*B*| 

RS2SHI 

IMBCETCiUMI 

E2S3E3 

CONOCOPH/tliPS 


ffWinWfi -1^’"'%^ i ti > rf ti i 

Hf5TCH 

BBBETCSjIBBB 


SOUTKEWJCO ; 

B»-'/BfLB 

' •' 1 

■2S5SII 

BBBE2TCI— 



■y.E-y-B 

p£i',TiT^g^^ 

WlrHrWJlt 

j|^*EKTCIHB* 


AT4T CORP -NEW 


hm :ir - H"BBB i 

HATCH! 

H>J:V.VW!1 


ESglFlB 


liCKg* 

*0.00 

P5TCS1 

SlOliziS 

tmEiSa 


BE5Xv3i 

ib---:-.Y4>b 


EBSS23 

■K^SH 

KZIL'uIvi 


rnmm 




•457733103- 


\MBSSm 

■ BBHBBK'S^^HH ! 
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920 


tacaptton 

Data 

TcmilnatiorOata 

Culp 

Numbaf 

S*curtty D*»cr1pll<ln 

Position 

Quantify 

DMdonda PMd 

7/2812004 


KJ5SSIE3 


iwsKsm 


EE33E] 

MMUjEEIMM 

dm 1 :*; 


K£3&m 




KEmiMII 

BEST BUY INC 

mm 


lEsa 


SE&liES 

COLE NATIONAL CORP CL A 

MFEZm 


EEEE2 

K^:V3H 



tBI 


Ec&lEJ 

■MKEEET1^*i 

rrr^A.i 


imcxv.m 


E5E33 

■■BIElEIMM 

iSXiM 

BEST BUY iNC 

:Mmm 


SZSKlE 


Ezni’U'-'j 


:«EJ 


KE5E2 

■H.'iEVT.n 

emk-ihk 



1 ■MHKXE@££*MMRI 

*ZEEEI! 

— — 

EEQZHIEi 


IKSS23I 


E:V'v!: 

— I 'if — 

E225EEE 


MTmI 


■-SMIl 

nir» 

lESSUE 

ENERGeiCOW 9 

; *23231 






:K3G3i 

■MMb | i/mMBBM 

issi 


EElTITfEI 

MERRfiJ. LYNCH & CO NC 

ITP71 

■■■MSPQtXEMM 

E2EE3 

MMLK r M 

ESniEci 


'M3JC5* 

i^HMilc^EXEBM ■ 



SEIiEKi 


IKSt^l 

1 


HHB 

csunni 


'wenM 


■KEU 



BEST BUY NC 

m-<:: m 


* '1 


fclEtisEJ 


IKB3BEI 


» :i 

— t • mm 

KSEESi 


Mi-T'a'* 


R.-3SS1 

wmtFiFwjym 

liliKMIvi 





mme-jim 

gffiirrr^i 

CQNSOUOATEO EDISON INC 

IT-Ti-M 

MMMT v: X3 X -XEMMH 

■eeki 

wtmstssam 

ESmngi 


1MFTFTM 

1, 1 1 mi 1 1 1 iijri’i^— 

■IEEZJ 

bhmbh EZ/vjIEMH 

E3F3FT.1 

'-'S2F - ' 



«A*iv: i 

wtm’HisjAtmt 

CTFTFTSFr; 

k.i.n Muii.mii'i J j J . ji‘- ^ • '3IHHMHMBHMBH: 

! EFJHI’J 



wmsmzsmm 

EHtaia 

M»« :i i i :LThi ■*, i*t\ ;:js'i x*;'T 

■UTil* 


EErvI'U 

■mkekemb 

I2ESEBES 


\BFXZiB 



■■H iirjj: 




■■■■HE0EEMMI1M 

EEES3 

MM’ftV.f <7 Hi 

ESH2E3 


KSMS 

t; y.v; if 'imi 

C2SEII 



OLH CORP 


■■MM Si "' V "T - lMM M 



t-L'.-.-Lv.itj 

OUNCORP 


■MiEMMI 

■EEEIl 

MME'</r-.v*M 

Eznm 

BEST BUY INC 

»?■ 


■IvE.'II 

MB. cJs;.‘ZWH 

E23LH31 


■HEM 


■25221 

mm^tevimm 

E2H ZI-H 


EKil 



■MCiLkjJIBM 


DELTA L PWE LAND CO 

■XW.V.M 



mmtt"ei— 

ESSHEJ 


mi-LJorm 



MMKiCV.-I'IJBi 


MARINER HEALTH CARE INC 

mj'-rrrrm 




CSLIMfo 

WET SEAL INC CL A 

WFZT<7M 



wmmyii/'Z'Zmm 

kU-F v <’«L'Fli 


WWi*VM 



■i.' ^vjmm 

P&j-gKi 

07 GROUP WC NEW 

MBEJi 

MliEOC^HMI 

8 T il' r-‘ 'T1 

■motekmm 

KI-MiCG 


■KSlUI 



MBTEEilEMM 


EX. 

MIXES 



■■ESESaBB 



mie-w 


■3ES2J 

■Mt^/jEMM 

fc’r'r-Ily.'.-i 

"TT’T*!.: 1 . 1 ;'* il*- a •jiTT , TTTTrfTTT r »***( • 

mujGzm 


I'IPk'3 

wmiL:iZ'r:c‘zmm 

tez&zi&l 

^ESEHTSEsHU©*!!!^^ 

mmm 



■I.M ^''Mi 

E'lUEEH 


mmim 


EU'EvH 

KCuI'V 

ESEtSCSLU 

ro:- jhmmhmmw^l^ 

irnsni 

^M— r.'T-MX'TJI^— I 


■K&2ZMM 

eik: 1 ;!'.-) 

r<! -T 2;TnTT», i«. '1 -* v. 

■Lf.TT.M 


E»IiM3 

wmsc&saam 

BESSIE 

M C.'i TT- : 

■I-X.IEB 

SB ^7'.'Tr,{^55 


mmi . t ^ljhi 

takj’LiliLj 

NEWELL RUBBERMAID HC 

■EXE* 



1 ■"IVKBB 

EHE2E:-i 


■HUE* 



MMI x -i .vEMH 

siKvUis 


■EE31 





iun'^U r.MMMHMMMMMMMMMHCu. 



■Ztl'.'/.'.'Il 

■■■illicit. MM 

BTIII-IICO 

.» 2 .‘.H lullirMMMIHHHHMi -. :■ 




wmmYu7.zmm 

SEBfclKu 

£= 

W3ZZM 



MMEH2E '*H 

dd-iuai 


■HEM 


B T fRP-.'.*Tl 


EffiJESV-i 

CONTWerTAL A1RUNES WC CL 8 

frglcXtOTl 



mmsBssarn 

cs-i*:-Mr« 

OOeSON COMMUNICATIONS COW CLA 

mm>y‘W 



— ESfc/jIMM 


E^^y.Il»^'Q£g3'' r ^1 ,|r — ^11 II iiilj 

■BCE* 

SO. 00 

*3Er5EJ 

■K.y 

SExrir-^ 


*1LAlE» 




EZl'lHEa 





■■tiliLi-j-uMB 

ggUKsa 

REEBOKWTLLTD 

■DEEM 





.L * 11® TLl ^ *” : *-**.■' k-^-*o 



EB2553 


s^nc-iEa 

s^gas^e^sB^s 

MLfeEM 

woo 

E02S53 


tzaima 

r il'iif — ' >Jr^* y *'gaeai 

BEIXEH 

Ms&m 


rTOr-En 

■■EEIEIMM 

KEHSIvJ 




E0ZEK1 

mm"'tt — 

samr-Ei 

t-TD 



E2E53 

^■tlfErlEattBI 

d^nuiiLi 


■w-x<y<» 


Eii&Sll 

mgggnum 

E3HSIESI 

WAL-MART STORES INC 

M-c-x.y 


EffiSIl 

MjMEEEjIMMf 

EBESE3 

'WAL-MART STORES INC “ ~" 

■CrXE* 

m 1 

B'tiv-'-'XI 

j*MMES£G3iMI 

ES3i-ina 

1 li »I< — — 

WKfyym 



MMEILEEIMBi 

KEE3E3 

l-.u 



tm-y-jjn 

■■EpBEEI^M | 

En5QE3 

Lix^Lri d, A- 

■f-!-KV7»ia 


l-aLffiZl 

■MEggMM 

griTEr.irf 


wmvm 


IVjI'jU 
irar-» it 


EZIEfflji 

K7^7^TFT1I 


■EXE* 

$0.00 

E3ES3I 

F77ryy,rf 

— H — 

>BBCT3EEjIMM 

SSSHHa 

CSE-iEi 


^hxe* 

EXTETTiy 

MlIKIEEEX-a— ■! 

Eggroni 

f Tf SM 

fcu3ZII'Il 

'‘vT’x^'ini^SS 

Hn ' ' * 
■EXE* 


EEBcfoJI 

— T" — 

E3IijciE3 


■E3E* 


CEIEZmi 

EeCSSIi 

■MEEoEnMM 

■EPirnM 

n-iiMfnca 


MUD* 

■MIUIIlJMMl 

ca.vy.ni 

EKEE31 

ESEggi 

■KEt'ian 

■■gpm 

kT.jl-I'jrv'i 

E3T^53I 

EIZEO. 


■EDE3I 

KOCE* 

WEfsmi 

■EXEMi 

so.oo 

woo 

E355SZH 

Eassit 

EKEE3I 

— Eg5S— 
■■eesseimm' 
■■ESE5I— 

ES2H3I 

S3S2EJI 

EHE3E3I 

T?rmTTTT-r ) I i 

KMI' 

MnSBMi 

KEy-TV.Bl 

Snl^SSI 

ESE551i 

ESS53I 


ESkiiiEiJ: 

MEli 


E^an 

f“00 J 

caarwai 

ESS23J 

Essai 

E5E2JI 

mKssssMm, 

«g||B 

111 


■370*1 

■KM 

BEEESBi 

Ksassam 

EXS1I 



Page B of 40 


STRICTLY CONFIDENTIAL- NOT FOR CIRCULATtON/SUBCOMMITTFE MEMBERS AND STAFF ONLY 


CITIPSIWHTAX001 349 
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“ST 

TtnnlnatlonOata 

Cuaip 

Numbaf 

>^u1ty D^crtpOofi 

Qutntfty 

ONktanta Paid 


1/31/2005 

SSHTE3E 


w&zmi 

so.oo 


M.'iKVTC^ 

T&cmm 

i" t^mrnmmmi immwbbm^whes 

KSKE3II 

mmm £<ixrj5*Mi| 



252Ji?ai 


■5X011 

v ■* ikj£5K!immmm ■ 

tE*553 

■KE1Z55I1BB 

SE-3UE3! 

•■71 

MSJsai 

^3**sn mrr — il 



ucFuBrai 


E3E3II 

mm* :ii*r 5 afshhi 1 





wmmi 

974,418.75 i 




WACHOVIA COW 2ND NEW 

EZE3II 


Hill! . 1L. ,1 . J 

4TELC0RP 

HDP531I 

asa....- 

■ 31 1 "H'hiiitrni 

lOUSE CO 

KPIE3H 

. ; : ; A iC JSSSS. [| 


■■■rraTTi'm*** 

E&*nn 

YTERHAT10NAL DISPIAYWOWCS WC 

KX3SI 

$0.00 

i^rriTi 


&rv«if.TB 

IOOSECO 

■£32311 

11,646.540.47 j 

mpvv.ii 


r.V,'.Y»Hl?a 



^EH3E3I5K5^1g&3 f4 

i-’AHV^T.TI 

warn FwzTxmm 


UJIAfcereCA WC 


■***535]*H**I | 



BF/SIPHI 

IOOSECO 

Mzjsmi 

W*i3A2iJbU1**| 

E5E553 

MCLvV.’M 

iuiiiilEU 


■SEMI 

SBSSKti i - 73'-**Hil 

1'^WOTl 

mmmiTivirwm 



■EE* 

$0.00 j 

EHS2J 


esrcsKrca 

NTERNATKJNAL DtSPLAYWORKS INC 

■2X231! 

so.oo 

Basra 


EHUSU&l 


BSX221! 

so.oo 1 

CE20I1 




K353II 

*00 

casa 

■BWkcVHI 



ESXSBI 


5IFI233iHaM| 

iwrai 

HHU7iE!S2JHi 

ezeeieji 


■2E3II 


r£3HK : IMHa| 

■57F55I1 

■m /r.'iV.Hi 

'896430103' 

fTO CONTINENTAL CCRP 

BE3B21I 


MtE'U/5***l| 

EHESOI 

■K[///.'i'.IHi 

'896430103' 

rW CONTNENTAL CORP 

BE2XE1 

^^^■32!32JP511^1^*I 

iwnri 


■069634106 

tWElGFUNONC 

HCISX23I 

7-VriiT-WWB 1 

EKE2I1 



ZWEIG FOND INC 

■ESCSIi 

■■ I32X252Bi^^1l I 

EHSOI 


EIT-TlHPia 



so.oo i 

ff5E3 

■HBMEaSlBI 

760753105- 

V0LAMER1CA INC 

gaoM 1 

5W» 

132221 

■^tty.'i ,< mbh 

mzzs&i 

AJJERENCORP 

M5KSa< 

Base 1 .;/ u t S90Sli<j 

Ejasra 

mam 



■51251 

&: 'tohbiI 

OE'3 

■MNKirc’sYi 1 ’ MB 

KZKKIffa 


■PX23B 

*15090 

■:S53 

— ri T252JM 

FH'‘i'nP5i 


m.wA>m 

SO.OO 

liKvU 


gTTtKPFJ 


■325* 

so.oo 

EZ7E23 

— TV77?r. T upps 

ICIK-kiM 



S9.26S.94 

« v :<:i 

HHKT • ’• f Wi •’■■■ 

ehm-hiki 


■E323I 

H* < r .'f r vHHl| 

casa 

■BMZ3B 

Li->,VAj(.yj 


■EJX231 

■■■■ ' 7:mm| 

B3S23I 

tmv v ~t 

rcciKirj 


■5X231 

■■■■ FT J IiT'5**H I 

evksii 

wminwrwm 

/'-IP 71 


KX25M 

S4.445.00 

I'iKvII 


E33E H 


■HEH 

SO.OO 

I2/.55II 

m—pcmvT.rwm 

KPiHWH 



SO.OO 

■SL’/ivii 


Btruwi.vj 


■E3G531 

SO 00 

EHK-a 



NATIONAL CITY COW* 

■EB51 

SO.OO 


mmwrw.wm 

EFK5SBS1 


■53231 

io^OO 

■•TVYTl 

mmwizzmm 

EBffiiSS 



$36,618.75 

fffgl 

11/12/2004 


NEWS CORP LTD SPONSORED ADR REPSTG PFD LTD VTG ORD 

UJ2JJI 

SO. 00 

EEua 




■E323I 

SO.OO 

E2SIK! 

■BKT7Vv7?TT7nBBi 

gitiKnra 


■-53551 

■■■* II -J 3-i3B*1 1 

BEfiSa 

■DKLSS3B 

uiura 


BUS 


■3E3X) 


lilihlLililii 


H323I 

■MH*2X235*MHi| 

Effissa 


IZM'-iilLi 


KSHESm 

SO.OO 

EiEEKl 

■■•.'iiyz-:** 



■2329 

SO.OO 

i-assa 

■■■■TxvTtTnBi 

■L-VTT1E3 


■SKsa 

so.oo 

laass 

mma ',-Vr ' 

F!T-:TFIPa 


■DS2B 

Tto.od 

EOEK] 

HM'-aH 

EEsaES 


■5329 

n 

1.00 

EJKIS2 


E2^1UiUi5i 


Eassa 

\ 

1.00 

iiffy-v: 

■■■(.V/V'.YMHi 


VIACOM U4Q CL B _ 

,■23251 

■H: 

1.00 

E3E £222 

i^B'V>'/,Vp!^P 

BEE-33E5 


IBEXES 

m—m 

t.oo 


HI'V/V'i'M 

KHlEiiF'j 


ftIHI 

SC 00 I 

I3E2S2 

■■LfcU&UHi 

KTWT3K1 

I’M.: .TTZTiii, ft 

.■Kflca 

S0-00 

0232 

■K31 

Kir.Tir.iPii 


B<?9 

■■IHBI t 

13BE2] 

■KVZVTi'.TM 


CHELSEA PPTY GROUP INC 

IKBEg 

■■■■■ |.x ini. jJHJj 

OKS52 

■■■RiVWYiTSmi 

EliME'S 


■53531 



■■K ft’iTT'F.'iV ■■ 



■3E2B 

SO.OO 

las 

mmn to/p* 

K-:iiPii-5j 


IBEXS* 

so.oo 

K&fr&.ll 




■5323 

so.oo 

0575511 

■HO£53fl*i 

SK23E5IEJ 


113231 

*0.00 

ESESa 

BBBEJE552** 

igriitaFij 


l«3MSa 

so.oo 

■337/523 

■K2EES9BI 

iCFn-Sffa 

i(MTrrgaiAi«aiiJ^~r' T ■■■■■—■ 

ISHI325] 

■*■■ 57. 'TflBH 

037/5511 

■*E2255I**I 

iKiitaea 


11X25B 

HMI ''T'MHMHI 

■SEH1 


IE5S3B53 

ALTmA GROUP WC . 

HSE2B 

^^■**■1 ' 7 TBHHH1 

oieyii 

■BOJE552** 

IS22E3E3 


PNC 

H355S 

/7v**BH* 

KHyx'ii 

BJBCS3S3BBI 

IK2EJ/3E3 


1E2E21 

■■1^1 3‘5**iiB* 

KEEE3I1 

BHK2352JBH 

irrr^TTPT'i 


«2Ea 

■■■M* 533HMMH 

OiEvIl 

i**E<JE‘5I** 

ireygsa 


1*3321 

wmmmm 57 3*hbi 

■335511 

■*OE£55I^1 

ieeshhi 


1 ■EES* 

■■■■■I 5 T3MM1 

ES23K1 

HH22i55I^HI 

IKEwgia 


IKE3321 


02253 

wmmszzMm 

1EJ223S 


l*3SEa 

■■■1UHH1 

Off/ga 

mmKEsnsmm 

IKZQZIE'J 


1*33531 

wmmm* !7.'.**h 

■7/75 vj 

mmEnssmm 

IKEESS3 


IBE3559 

IH1HK 535*MHBI 

0>V3;i 

mm ' i 

IBESS3 

«I 


1*13551 

IB*MM*535**H* 

E3ES3 

■ii ii". ■* 

IKL23IE3 


1 13559 

■■■K23IIXQBHM1 

025521 

— 1 1 vM 

lEKSSiEj 


11321 

■■^■■ 2 ' r t, ^mtmmm 

025511 

HHKEZr.’jIMBi 

Ikiil-llilLj 


[■2X21 

■mT.m IBHI 

■SE2! 

MHH7i3V'559Hi 

IET3ZE2-2 

I!-'»'»iA4«:;3>4-Tj jg[ EESSBi a.j'-LITTFTFTil— — 

1BC2X23 

it— asgf TJ||L1-3’T-E.**1 

123523 

1 ■*Eiz235I9*l IP hilII'/j 


112X21 

IBliM* ..t.'5*B*H* 

02553 

1— 1 —I'u Jil mi 


1*3353 

■■■ . 1 r mmmm 

123 :* 

IBMHES7S29HI 

ICSSHEi 


1 13551 

I $1,350.00 

035521 

IBHBB2EE23MI 


IQREB4POWT F1NL CORP 

11321 

■■■■1 IM23P5 ■■■■ 

■33521 

IBBHEiE53HBi 

i •395344100' 

IGREENPOINT RNL CORP 

115X23 

■■KUTZ'EDHHl 

025511 

{■■HZ223BB 

ItEZTmHi 


1*3X53 

M — | 

02532 

i HB*kk- JHI 

lEsana 

(MANDALAY RESORT GROUP 

IME353 

^15!i51^^Hl 

02523 

I— EEJM 

I '382567107 

[MANDALAY RESORT GROUP 

1*2313 

■■^IBIKiH'. V. 

I222H3 

HBESE55UB 

IE2ISIP3 


11X31 

■■1^1*535^1 

EBgga 

1MMME55IMW 

ll5Zffi2E3 


l*SDC3 

in 

■VTffvpTl 

|***2E253*1 

wzszsm 


IK2353 

■■1I[lT5jI3H1 

*23551! 

iwmFn?T£wm 

IHS3UE3 


1*32352 



1 9«2^ocm 

\ 10/29/2004 

I80689U107 

ISCANA CORP NEW 

1*55X3 

1^— 1 

0.06 
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922 


Incapton 

Data 


CuMp 

Number 

Sacurfty Daacription 

PoaBton 

OuanWy 

DMtandaPald 


■BEF !?y!7?jZWM 

EE33HE3 


K3S2« 



■BEI<’ivft'><-£Mi 

En*HiT<:-ji 

SEMPRA ENERGY 

MSEZM 

1 i i — 1 il 

£1 

■■ESrV-.'.'-BH 



Bg TT mM 


Fr^?”Z\ 

— — 



ggxga 

50.00 

E®sns 

■■HEYr'-.’-'IMi 

EHE3E-i 

: ■— ■— in. l j 

BE3G0J 



Wt^MTPr- • 

ekbkr) 


KE3E3I 

M8M£Zr. ■ 

I’2S5Z2 3 

■■iiaWf ■ ' riH 

E5iviiP5i 


Ksca 

■■■ IIi£Z£L!MHni 

KLYjZr-.ull 

■■KIa'Ta uUHKI 



KEa 

MH S ?X^a.vJHHHi 

rsKii 


B&HIfti 


cua 

i|i ■■■■■■ 

ess&lj; 


ETTTiTT.V, 



*0.00 


■bb&svc:** 

E2 S3E3 

ALTWA GROUP MC 





EWS^SEn 

ALTRSA GROUP WC 

Bt3G2Ji 


ese-m 

— • 

fc-iMLUIic 


■EDE3I 


IMKfrl! 

■■beezsmi 

ir'Yi'M-'jMTi 



■BBI 11 

t'riliZi. L 


BTKHWH 


■DCS* 

■wwn 1 H 1 ■B~i tttttgti 

CSiai! 

■KFKWttTHl 

BTSHira; 


TTM 

HHEIiCfiXiiiBM 


■K S’ kV/i. 1 ! ■■ 

ESSSirai 


KeESB 

H1HH ^irdFSBI 

fr 

■HllTiF7r ' 

ES222E 


KiKm 

BMBKZXIXSaHHHl 

EHEvI 

■Dta 

K SEES 


■F3ECM 


BotevI 


b/i FUIIA 


■Exsa 

HUHBilL/.l'IXL’SBBI 


■bb j a rzm 

SSSiuBEJ 


■seal 

iBHMKTDQaHHMiH 

lar-K-r-r 

■D!S<3i 

etefiifs 


■cDea 

Ml— ''t'sKCiM 

f’V-V-Li 


enaaE'i 


*2EG* 

— LFrT.:;.?T3Mb>ti» 

I5: T r\vL 

■■KRiiiaaBi 

ETFJ3PTI 


■EEC1 


EE35ST! 

■■Ki'T'AuriHI 


STEMCELLSNC 

■acai 



■i^E 1 h-’? ■•-•' ■■■ 

EHI 'i'il'ii 

SYSCOCORP 


MH ; : ^'Tr.jMI 



EFKvSW! 


■seal 

^BpT^aaaj 

tsaivi 

■BK3I5V.2BM 

E&K-MB! 

ALTR1A GROUP INC 

■Bean 



■■aiii-ii* 

EBnraift 


■aeai 


ciaari 

— TKBivIMM 



Kseai 



BMKiSEr.vIBBi 

esesieh 


■fnwrrni 


EKSiS! 

HH/i V-'.'.'BHH 

ET-STT-FTC! 


Eseai 

■■■''Vl.ii'.rCtaM.K 1 1 

IEZKZ] 


ItAL'vmi'i 


gfinEFra 


igagg) 



EJ!Aj*K* t t iLii'n,i| im— 

■iJCSJi 


■ESES2I 



!7YViy>» ” r.Vja 

TfiiKV T .M 


■ESE33 

— — 



bei 

so.oo 

K-ifr.vI! 


ES30E3 


BiKEa 



wam&Hniwm 

ESZV31P.li 






d'lFOFrl 


wrytyim 




CErsnssa 

NORTH FORK BANCOR PORATK3N NY 

■sssai 


■EHS2! 

■H>YV'.‘ 'ZBBfl 

ET-MIMF4 


■seai 


Kirai-ri 


E.N'idK'Va 


MEJStM 


mwK'Ji) 



aai2T3L:rT- — — - -3 

■aesa 



BBi 

L/i’.ySI'Vi 


gr-mriM 

■MHIXvMMMlj 


mmam -'r-o'zwm 

EHEUPIi 

Gg^CORP . . _ 

■TUTvi 

HHKFXSXvV 

KE2M1 

■■Ki’Eja™ 

EiE3Hi 


MMZm 



■■kl'.iL'r-.LuBBI 

EP-irarcii 

ITu-lr.*:,' JBHBHMHHHBHHI 

KiJi 






■ EVf-IOB 

HHHK 


■KHE'IM 

EZE3E3 


KS3SM 

MH ^r-T'TcrriMMiiMi 1 


•aEFj',2* 



MiEjM 


fi-azvii 

i^H> it It- v.BBI 

tlv'.'ii'.-'Yj 

jO.T.Z 1 Y,*iki IP 1 W 1— 





csnrs'j 


400 



mmtw : m 

IL'.-AiillnV-i 


■EG3B 





uTvY' 

1 W&ZMM 



■■Alil-.'iIvIBBi 

EB-.vjnSS 



’(/ < ' i X'' < M— i 1 



BTrrjUIvj 

CiNERQY CQRP 

KB3G51 

■■^1' ' iMBMIl 



Br3/nr*:.i 


■EEa 

■■■■ FVVXSTmBM 



bT-'V-MR. 

GENERAL DYNAMICS CORP 

■X'laZiB 




EES3Ei 

!,:ii=:-: l\ i • . " mt y y r h i 1 ■ ■ 1 ■ i ■ , i ^ 

myjizn-M 

■■■■tL'Trrnn'i'MMMB 

KiuZciC* 

•„ 'j.HI 

kC-JillitiLM 

TIT" mill — — — 

mrzzm 



■■tmiv-o:** 



WEJzm 




KSSBSi 


BBIESB 

- — 


BBBE3EL3HBI 


nT "T~ 'T~Tf ^ TT| r n II T 1 ’ "~l " l"l t ~ — 

■Eseai 



■■Bsasivi** 



■Efl&a 





iY. , .l .T.TZ:*I- . •! ; - ’l/'v.'Ti il iV ;-)■■■■■■ 





oute;['3 

A 1 . lu .i..'^j.,l'«^ihi =B333^gjmMBBBMBWI 

M jIITi.iM 

gsftgi arm • F&f&SE; 

lEffivLiH 

■■E2S2BB1 

EV-zaFrerj 


KHS31 


1E2E31 

■K3E22£HM 

flHKF’ilYvZSMi 

g'-iviizn-iy 

h r - ' ; il V'J 

• -- r J_ ■ _j‘f ^ ! ^ •• - 

k:x:v« 

ssssr^ttiSs^m 

■E2EE1 

K32S21 

■K'aL/E'IH 

EEIE'IEI 

C3SEH33 

• *■ ■ •*•«!••' . '.‘.Jl 

El 

behe*:-5 i v: :• 

■E3E31 

■X53B 

ESmMmSEE 

ii'.YZajJ 

lEOES! 

cnm>T.-.n 


tainivj 

E23C3E3 


K31 

■L'M-J 

*0.00 

*2.131.50 

EEOESgJ 

—EH " — 

BCE3ia 


HXiIl'H 


BMHiT/vfl!!! 

■BBZIIZ^ZSMi 

* 

VIACOM INC CL B 

— 'IS'M 


tl-'jf 'J 

wmsiiEszmm 

K5ISZ5^l3 


■rn-tsm 

T- IC r { » ! 1 ~ | 

ns^r-.vu 

mmEniE'zmm 

ET3E3E3 

. , ii3:UHn , i3»'t jiiji -| i BBBBBMBWHMI 

KSKaa 


fil' jL - vU 

■■EE E5a*l 

E3Ega 


BBBG51 


EEIEE5S3 

— gav3— 

^ilv il 

ALTOA GROUP INC 

nea-^'i 


fKBSiin 


S5>P ; iH5a 

ALTRiA GROUP WC 

Ksnai 


lE*ES23 

■PPS 

EJliSta 

MEXICO FUND INC — 

Ksseai 


umae&U 

■■EEIK2MB 

KE3SJ3SI 


■ueai 


0233323 

Til _— 


^IT»I : l-:«y N : Xn'a ■ j a » n»:i.: ’> v*.^i)in i tlrtfcTTP.Tiy MUBBB 

mvwi-’m 


iI‘2te.Vv?Zl 

■■EESBWMI 

KEESHM 

-■n-:<l l . | , , 1 'ij ; WM. .' til 

cea'Si 


tssasp 

MBPSI_Ya3HBI 

ESZ-2E3 





■■E5E5ISMMI 

fcaiAir-ra 


KIvl 


B3EE23 

■■EEZaaZflBi 

KvIIHIlai 

CONSECO WCCVTPFD 5.50Hf*1.375l 

KEKai' 


D22ES23 


ES2®a 


■EK3* 

!* * ■“ ,MB1 1 i'll 1 l" IMBBl 

B3E323 

iggrsrai 

lEkUdi^li 

Ett" tSS 

E2E3E3 

Eanm-ia 

E~-:>2Ea 

il. JMHbbb^^h am 

BESSl'H 

■ias» 


lESEKGai 

[PgRTOgll 

■HEafli 

— Ig|g— . 

E?gya 

KlMfiEJ 


Kffidi 

KiXSJi: 

EE53I 


JEjEEGO 

■mEZZaiflM 

KagSEJi 

PROCTER t GAMBLE CO 

■r.-.i...» 






Kifia 

*90,170.60 1 


P*8® 11 0)40 
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923 
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925 


tnctptton 

Data 

Tamil n*tk>nD*ta 

Number 

Sacurity Daacripttor 

Pea Won 
Quantity 

DWMsndi Paid 

11/230004 

1/5/200S 

*984121500* 

<£RQX CORP CVT PFD 6.25% DTD 0672V2003 SERIES C 

13.600 

$21,280.00 

SMV-'ia 

BBBF/ZSI2BBi 

155IT!^®7J 

ARCH COAL INC 

105,800 

$4,232.00 


j^^Bfr7V>v.aaBi 



Kft-HB 

*11,137.50 

'NfrU.Fm 

■ihVijv; l '' , Hi 

uvai ?/iia 

■■ ! 1 is-f.1 i j.ia ^ a ; : a : ;n'i M! : i JJk’j ■ -j a »I -t •»7»r LT>'\lBBIB^ni | 


ssHvTnrm^a 

iikjsm 

■nr T ;i.v.v.^M 

KttIKIMI 


E3GSB 

" 'BBI1I 7 ' 'F"BBBB 

ETT^aT-T! 

i^H r.VV.Y >' .^H 



■i3C'7JI 

BBKSSG^jBBBBI 

HWVMI 


■278782109* 

ECHOSTAR COMMNS COW* CLASS A 

472.420 

i i i BBI n i| f 1 ' 'X 'BBB 


W'Vi'H 

EE3i-:a 

a PASO CORP 

256365 

■Brl’I.vK'BBBB 

ElK^V.T 

<' >L^^n 

wjahwm 

a paso corp 

BQEIE1 

■HHB :IBMI 



kia:xiYi 

a PASO CORP 


$307.20 

s xtfFFZv: 

hiwv:aihi 

ESJ&Ea 

a paso cow* 

BFTjjB 

$3328.00 



E4K4U('M 


BFT.-IvB 

*0.00 

017032! 

■■FTyr.'VM.T^^B 

esf— h 

UERCKtCOINC 

BFil‘X‘JB 

■BB IF F'M'IBHBHI ! 

t WZMjV 

— W 5 — 1 



BEEEyB 

$6,500.00 

lllft’rY'l 

BBaPIFITiVa^n 

IhMttSIM 

MERCK SCO INC 

■EEai 

*115.520.00 

BHItSE 


Kt J iilLXj 

Ml i I ill 11 II i I BBBB— 

WyjJB 

$0.00 

\\lrUr>y^ 

WMH 

KK'iUtl'Ii 

Lt?3;la .' i7:R;3>i.i3.iiiaiir'<"fi<r-iHaaaa^B 

BHll3B 

$467.50 

m rtw 

HFM-MBB 

EvJIPSZ 


BCG2M 

$0.00 

a HVH 

HKFT^CVTn^^H 

Ug&BbSn 


HDF*3B 

$2,006.10 

[ITrT'/T'T*! 


tTMT7-ITO 



*0.00 

WSS&Z 


fcW.VaJ»d 


■fcMti'j* 

*0.00 

WflVo I 


funsiES 

i^BBHIBBBBiaBBai^* 

■MEiB 

11674835 

iilrvY-Ol 

■nr v.'vrT.BBB 

tmi-.un 

iffiiBBHMBBBB^^BH 

BEE2BI 

*2315.00 

UK-.V-.'M. 

HW/Vi'n 



BEIXMB 

*6.00 

mzFFtfi 

mmmwi,zi7r nn 

IMUFiSPJ 


BE3E3 

*666 

Ejppjl 

1—7 1 

fclfc^aKa 


■KgiaB 

$0.00 

lirpyjrrr 


ir^TOTPrs 

T.lia.Ijrrrb- :iwt MX ;^HaaH^^Ha 


$213,760.00 

treWTiT 

Vr, Jjfj; '-■■ 

lil !-•: ’.-MM'il 


KEEBi 

$0.00 



E3E5UE3 


■3E3B 

$3,340.00 

BW/y,.:* 


tS®3 

>V - 1 ^ i 1 r.T Li =a «V7 .' r . T r ! 3 ' n i a ,'x •• ru.-V.aaiBBBHn 

1EDE3 

*4,333.00 

nryVA'nr 

KVT.VM'.HI 

tv77r.7?V^, 


mix&n 

WfT- 0 ...;■ JMI i 

HBSSS 

■v^ai 


UANOALAY RESORT GROUP 

MF ?TT1 

HnjTHH 


■nKfMTTTTnm 

HF!^'4IK 


■•TggB 

*0.00 1 

nb-.w 

■H L't/’r. ' •' 


si- ■•'•1:1 nnai^Hn^n-i'h1'. , a»: , i 


.. . *0.00 

HESSI 


imiro:.] 

M.CvI.'jaaaBBBBBBBBBBBBBBBBBBBBBB 

KEE51 

BBBB'F^X'ZliIBBBBB 

BSRfSSZ 


i''C T TTTim 

..•9 1 i:ad:MW.'.i^i TBmaa^^a^^^^^ 

aflTIC'B 

■HBB_itJ.‘I :*BBBB| 


■■KTiV-'-VyiTHi 

EsrHTIEl 

M.-.iiiirMt- Mi I : .:i>n.'l^l 

gi-XMB 

V^F'iEBBB I 


■ns lv.m'.hi 

EESSEj 



*0.00 ! 

raiiy-M 

flflKf. *•-.> Y-BBB 

EKnrncs 


KEE3 

BBBB iM 1 ix ! MBBBBI 

Bs&sa 

BBBFIT/.>V Hi 


FMFITC iF.TvMTFT^*! . T JT^- : IJBBBBBBBBBBil^H 

BE3E2BI 

*0.00 


mm'iSj'Y'L-mm 

h’fiihxn 

74! !•> i 77 :l*V V J 

»7AmvB 

IH^BB : ; v I ■ 7BBBBB 1 

iKM/vM! 

lmmsMEizm ■ 



wzzf'vm 

fl ^I T.'.'BBBB 

KFTIJr'iT.TI 

BBBFWFu:— 

EZC^H?i 



BBBB F-7 :i ''BBBBll 

■FUSE] 

■K^m 



BBKZiB 

*0.00 

■FW.'Tl 

■BI'F.V.-V'T.aBi 

kVMv.MIOJ 


UiKZJM 

*2376.00 

IF55TI5T] 


K&zmz 


E3EI 

$6.00 

IFWCT 

I^BFVWaT.?^ 



BdXIvB 

$6.66 

iF7/7r”'TI 

BBBVTV-T£^H 

E^sasi 


BK-R'I'JI 

*0.00 

IFMMvTl 

^■V-V >!• ,-^^B 

triVHIFl 


WZ3SM 

*46,135.25 

EEKCS3 


iMv-IMk’-i 

PPL CORP 

IRJ3S3 

BBBB M ILL 1 ^Bi 

E7f5-;-a 




mwm 

BBBI :: IF BBBBB 

KWftTCI 

B'il'Vnai 

srsniipn 

PPL CORP 

■r^IB 

BBBBB : , r '''.FBBBBB 

KFWTivn 

BaBEF/i. V- * M BBI 

K'.'mr.Tir.T'; 


■CK2B 


IFAVM-l! 

B^ki’.'/jSBB 

ISSiyKu 


ativzm 


iFF/y •<!! 

■H^r-aa 

EsJjIS 

AMEREN CORP 

BIl'A-MiM 

i H^na •’ i it.TmMhb 

H2Sr323 

H!^V.r,'.aH 

gnr.mr.il 


mr,mm 


ESEHJ 

bb^'.-mbb 

KHC32 

CONTINENTAL AIRLWES INC CL B 

UMSHI 


«EfiE*2 

BUMS 



BSE-^i 

BBBBKiil/'vIZBBBB^ 


U/ ••IHBB 



HEJ3J 


BFfiKCB 

■UBi'VFri’ *^bb 

UlT'liV.Y'.] 


mm 2a 

BBBBI : I 

IEcEvTI 

BIB fVr- •-•- mm 

t-aKMK-: 

ir-a»:|a:yd:l:la;:. y M?l;-l»3'rg» ' 4a»l .'!4HBBBBaaaBpBI 

BLUlLtl'l 

aai v?-*77tYwmmm 

IFiiivIl 

BBBiftfF'-ZBB 


'ii*T > : XiJj:vi?rirr':jX7Wz* 

•J^aYB 

BBBBK j^i: iKBBB 


wmvPr-TVM aa 

B?naprj 

r*r* if nn jjtTnuaa^^^^^Magits 

■3331 




SZIiM:!!*. 


msmsM 


IF-V-'-Ml 

—rr i 

kllj±:iL"A 

> ]/7.K>\'^Hi^^HBBBBBBBBBBBBBBi 

M2. DE3B 


BEE2ZI 

BBBIZFSJBB 

irr^r-’ rr-"a 

txucorp 

BCSCSB 

XKilSSgZ / i‘ F -~B9lfRNs (i 

BESSS3 

—SPSS— 

icatnEa 


Bti/iIMB 

BBBBBi/.'lIT-FBBBBB 

BFFFZl 

BBBGZfj3BW 

W'ZlW.i 

rK»M"MTTl 1 3 a ; Lf3 s 1 aNilii liil^l , ■ | 1 ,-iBBBWBBi 1 

■F'Fi-l'B 

BBBBB ' T $i7T.''BBB 

KFCTJgl 

BBEZF/ZyBB 

iSSIEjJE'J 

H, ■ ! !■' ■ 1 1 a ,' ■— — BB— — B— B— BBBB 

BF-'iBI 


iK7/vM$ 


ijgssgai 

^^maBBHBMHHBBBB 


BBBBKIJfCE^BBB 

■R-yirai 

BBRSEESJB 

IES3J3K3 


BII-gN.TI 

(■BBB ’'i' r '^BBB 

IFM/vM! 

BBBBESlB^B 

lESFSa 


M'l-'K-.y.B 

I MB V T 'if a 

tFifirYtM 

BBB2EFF32BBI 

llEE3E?a 


B^l 


mv&n 

BMil'gJBi 

iKHcnia 


■•TT-57B 


BEcE23 

MBEB2Z53BBI 


BAXTER tm.WC 

BUJF^B 

BBBBII.r:/0BB 

BEfiESS 

BBEE5Z3BBI 

K'/SSITv'i 


BCHFZiB 


BFffivMJ 

B—3CS33BBB 

IIHESM 


BEXSB 

$0.00 

IFifr~'Tl 

BBBEEZSIBB 

IETSS3E3 


mnwm 


iFgKoa 

BBEEE-aBB 

lEUFBia 


BI-MM-I 

1 BBBB iDIF'jl'IBBBB 

KF/frlTMl 

BBKSLES— 

[ETTF-T-IIiM| 


DEE] 

■BB MTfi'I'j^BBB 

■Faraii 

BBBSSi'IBBB 

iggK?nva 


WAM'JB 

■BBB ii JCLSUiB^B ' ' 

|l u; ''MI 

BBBCE7S2BB 

ioE3Ea 


Eflea 

i^HBB nf_li±SJMMKB 

pggrcgl 

BBBM232BB 

lrIFUHE3 



BBBBBIUvjEjBM 

IFtffOTI 

BBBE5SBI 

iEsamsa 

...XO'l T JB— BBBBB— B— B—BBB— 

KK.JK»I»B 

BBBBliiTnJF^B^BI 

brsftci 

BBBFSFvUBH 

IKK2HE3 

S.*ypad;»rl;i jir ^lll Rtf ~*?aM4.l*l'T!^JB|B*^‘^** t 4irTTrP|^ 

BEEES3B 

■nnB^TMIF'^^H 

BEsassa 

■BFffEOBBI 

BC55IE3 

>T 7 1 ^.T^.vjBBBB^BllBBBBHBBBBi 

*EDGj1 


■Wa'mTI 

— 1 1 ill 

6CEZ3I5I 

^i&I^JBBBBHMMBBMHBB 

K^ZiB 


BFi&SIl 

— filM-I'Z-JBBI 

EFSiSjl 


BTFPTB 


KFL-v:.;.;i 

BBEESaBB 

EEE3I3I 

ARCH COAL INC 

BEE2B 



■BK'iL'/'viMB 

KHZ-SIS 




ES5jU 

bbezess— i 

IgZT-TMIT’TJ 


KB 


IE55TI 

wmrr~ • — 

fcZILMLY-4 

QUEST AR CORP 

B4KB 


BiiiSII 

iliZBBB 

ilSSSIEa 


BE5K2B 

!BBBBl«Hl 

■FWaOII 

BBBF5?Fll3BB 

glT.'KTv.Tjl 

fry; H a . 



Pffffran 

HKHBi 

EPMtiKKi 


BEE2B 


im-!^»:»ii 

BBBSESBB 



«3GSB 

$0 00 
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Incapuon 

Data 

TaminaOonDat* 

Culp 

Mumbai 

Sacurtty Daacrtptton 

PoalBoo 

QuanUty 

DIvtcMndm PaM 

12W2004 

3/9/2GQ5 

•873168108' 

rxUCORP 

BJttl'JBl 

*2.7*4 63 

IF-TWiTl 


i-IMK'iKa 

DCUCORP 


1 15 552.88 

aw&m 

HinViTSMI 



B3G311 

*0.00 

B3EKH3 


E«?scciinTp 


■MiXil! 

■BHB lT^BH I 

IEIES23 

wmui&zmm i 

iiauiiL-a 


■03311 

*0.00 

EiEa: a 

BBtl^A-BBB 

msma 

SAMDBi PROPERTY TRUST SB! 

■^;n 

*0.00 



c??vI-:2IEl 


■QKSH 

W5S 

! 




WBM 

ii 1 iBM iM 1 BBI 

rtv.i.v.'o'i 


EErlii'a 

R13 ’ T Ai si.'MML'STyTM^PiBaaiili.lL'M .WiBaMJriWJH 

K*2sBI 

Tii'BBf 1 1 H ' V J— 1 

ewi-’a-jH 

■mbt ;V.v' Lwnai 

(TSTTpststi 


■I! !■•«:. ■! 

■bredcjebbbI 

EMEEC2 




■I'/At-fi 

■bkikese^m 

LKiEPafl 

■V TOflT.TSBBB 


ALTRiA GROUP INC 

BS3E2B) 

i "‘BBT 1 ! 8 Ti 1 BBMI 

EEHES32 

n^wi.'/iVraaBi 

BwHTCI 


wmm 

BBI 'll m| — 1 

iViW'l'T. 

HL'iTV.Vi'HI 

EESHF3 


WRBZuM 

*0.00 


■KftRVy.TlH 

’748356102' 

iQUESTAR CORP 

mgsm 

ld,o6 

ifcKIMM! 


kliW.W'i 


jmsszm 

*21,112.50 

IFiV/.Y.T: 

■■■1 UWf.Y 

*j$«Vi':IT«V3 


W&3cZZ ■ 

*000 





B1E9 

*12,400 00 

IFJ1S5W! 1 

■nti/i'i.Ha 

T33131102- 

CAMDEN PROPERTY TRUST SBi 

■Mlull 

*0.00 

D3ES2 

^■■.TaTr''' >'.■■■ 

UtHUUttl 

CAMDEN PROPERTY TRUST SB) 

B££3B 

*0.00 

VFnp?yyc. 


ir;K,Lirir.:.« 

ENERGENCORP 


*0 00 


■n^TTTH 

l*V.Vi(V.Lt* 

FREEPORT MCM0RAN COPPER A GOLD a B 

BiXiL-JI 

*44,850.00 

IVKWZ 

■MB'r:-V:V',THBI 

EWT::.FSI«I 



MBM lKjI'FJBBM 1 

IFIRwT 


lEMK-isILtf 

itj’ :)■: W ; .'.t.'/U-H'-i . **^aV'BBBI^BIB|BV 

■?T.ySB 

*0.00 1 

KffilKOr 

BBm*W.H 

ETOHiM 

J.i.Vt! > i •■T3T 

■EJ3B 

(5.989.26 1 

E5EE23 


I'.miMM 


B-MK'M 

BBBKC’IF'IKL'MBBI 







itfiE&Z 

■■■■TTViTTHHi 


QUeSTARCORP 

■321 

*0.00 

SPiEifcul 


EE23iEi 


BH?S3i 

sii.250.00 

iwarcsE 


n? 

rnivi 

TXUCORP 

MTVr^ 

*48.757.15 

WWV vl 

■■KTT/TTTMHl 

ku 

i 

TXUCOfV 

■EX23B 

*6.727.85 

1ESESK 

■■■'(/"• ’/-7 1'.fli 

k-i 

Lhil'ij 


B2DG25B 


CESFKOI 

MBKlTTiOTiLIHBi 

IJESSSj 

L 7 _f T»1 i ‘z+1 iVlTHL* ;T*VJL\1PTs 

BSfS* 

*42,871,50 I 

IBERE 

H^KTVriVTtV.’^ppi 

itt™ 


WTttXU 

rinTT^uapj 

BBQH& 

r i J? vvTBBB 


a!j^ii J ii^.i..Liiii[L. 1 . H BBBB— — BB— 

BKSDB 

*0.00 1 

IFJiFfTTT 

■MBUV >',';■■■ 

BBIRIISra 


BE&3B 

WOp 

pranB?« 





■■■■■■■ -- • ,T.- - 

BBS 



RAMCOOERS HENSON PROP TR PFD 7.95S(J2^n575) SERIES C 


$339.856 00 


■■wit v>y,vi 

KBlULSSS 

TXUCORP 

■acai 

*1 1.823 00 

WTJTKW 

—'ll"' — mm 

fc.MffriF5 


W2JSM 

BBBB"' 1 H il 1 ^^^B 


mmmxrxvwm 

kEiEitb 


mill-'AM 

^B^MrrXTlll'BBB 

IFWKK 

mm'.' 

l’T?TT 7 TT'T 


WZJZXM 

if BBMI 

imi-V-YT 

■BliF^-BB 

FfflPlPTi 

TXUCORP 

EJJESS 


IF3I-EK 




■fJil-AiU 

&b^‘:hbS 

SESESS 

■MB KTE7*L**i 


PT^MLiVLi T a’Aul'. lll.BBBBBBBBI 

mm b 

*0.00 j 

IME5Z 

HHBM '.<"■■■ 


W •' : J 1 -J ; ,v -J ; < k‘A 1 : T <1 pTMBBBBMBMm 

Wti&M 


lESDEEK 

BBKi&SBB 

FSPfEESIvj 


•WKXzm 


IME2Z 

■KB 

W,.V!\K.\ 


IBCE3B 

*400.00 

n:;iwz 

■■KF Y ' T / '.v T 'BBi 



■■EE3E3 

~P 

■rarra-i 

i.H 



■ESXL21 

BBBBtiC'-ILC'l^BBBB 

iKH-vi*:-: 

BBSE'E-T** 

Si!?iRa[P5 


■3BGE0I 

BBBM .- 1 J* if ; H^BB 


BBMZTES^BB 

ifii-LLf.mw 


MBB2M 

BBB ’it 1 . BI^^Hi 

iwrcwin 


fcZT-FT-TIT?; 

QUESTARCORP 

■EZ9 

BBBM : ‘i 'vBBB 

ttoU-'rW.\l 

V>* T.BBi 

iainnvj 



*1,210.45 1 

iFap?;cf? 

■K'iIV.m'.HI 

KSH'IlEj 

iim T SHBH^BBBBPaMaMBl 

700 

■MBimmBH 

IFjEa’M. 

■BBSEiSBB 

Hl'li-l-iEi 


IDETSOQ 

mmmmm 

IMWaOT 

■H!/^Z'3Bi 

CTtTTT'TTrr 

i ENTERGY CORPORATKDN-NEW 

700 

*756.00 1 

ILW/X'Il 

H^jJB 

EE2SE 


IBBQ2B 

BBBB LX III 1 jBBBB 

IBKKvr 

BBEffililOBB 

CT-TETTeTPi-. 

8 ' 7 u' - li.Ti flBBBBBBBBBBi 

\WEzzm 


IHKivI 

■BBT* l r <v'"'.BBi 

CTirTW-F 

tP’ IK*' 7 ' ' i 1 1 v-.-T---* 

IBE'ECl 

BBBBixCrEiBBBB 

lEtt&Y-'I 

BBH»?A>->!-BB 



\ms 3 ssa 

BBBI 51 1-iJ.LLil'JBBB 

IREBE 1 :'! 

BBUZ^TtvLtBB 

IVVT-MUKI 


IKDGZB 

BBBH1 ;- a .Tv XBNB 

imek*: 


KRr'ZWZ 


iBSXsai 

Bi^^B ? i 


■BBTfV.'.'TPBVI 

KiLiHilG 

I 

5 

s 

3 

1 



IFUZKvU 

■BHiLEii-BB 

SKUZBjIi 

S2IK BBBBBBBBBBBBBBBBBB 

\WEXSm 

*13,174.20 j 

IFIS7S2! 

iBBEIESSBBi 

iKMI'nEJ 

1 1 rl'JIvLJBBHBBBBHBBBBBBM 

IBCE2B 

■■■■■■ vSTiTET^^BBB 

! 

;— ) , '"i vIBB 



1BEE3I 

... *0.00 . 

StEuiuZJ 

IBBBESEEBB 



IKSKtiu 1 ] 

5.' 1 *'. BBBB 

KZSE23 

IBBBE2S33BB 

ifryiyTma 


IK'^'l 

*9.135.00 

IFTa.V^mTI 

1— 1 i — 



IBQKcSI 


KE’SvH 

l— ESSS3BM 

n-'A'Tiii'a 


1E3E3 

i^^^^BlIvBBBBBI 

JE2E3] 

iBBEESSIJBi 

IK'if-'TTT.'fJ 

1 1*,.' HJ»>:»/.Yia--f.n^3'lfcP« :iJ«i'iia3«M»..ti «p.-ij BHBBHI 

IBCE3 


lEHESa 

HHHKSZ^E^HB 

iKHEmga 


IBB E2B 

woo 

BgjEgg 

iBMEESZBB 

ciT^irv. 


IBEE3I 

woo 

tFW/"-Tl 

iBB 1 BB 

lEZE^lTC 


IBSDD3I 

*0.00 

ikvira-n 

i^BESZZOBB 



IBEX33I 



! BBEEcIE-ilBB 



IBEDCai 

; BBBB : IF TJJ 

IE^S33 

1 ■■KTilrT'.'.-BBi 

!E53HK'?a 

. MLii. F if : ■BMBIBBBBH 

1B0XSB 

1 HBB 1'TvBBBBB 

K52EE2 

BB 1 BB 

iKEnEHEi 


\mnsm 

j h^hhwsbmhi ' 

W3SS& 

IBBKZEESBB 

i ESBsaEa 

iF^JTanT^TTanrT^ws.V'Si’ii- T»l»’FT-LTr’MB— — 

IKS7SS 


CZ^f.vI] 

IBBBZESIlZ^BI 

lESUXI'Si 

1 T*- LT - J 1 ITT j ^ 4’ 1 .' ,• f . T t ' a ' : .' i < T»I> — MB|M 

IttAU 


PSyES] 

BBETEaBBI 

IE3E3I23 

GWOANTCORP 

IBE^ESl 

a — b ::: w MjUtme 


:bbres3bb 

IEE3HE3 

lOOLO BANC CORP 

IBDE3B 


IK -7 vU 

BEIS'M 

ISC5EIC3 


\mxzm 

BBBBi I^jluBBBBi 

1E3EE] 

iBBKZSESBB 

IE'Xi?L>S[m3 


IER3S 

HBBMBIT. l'BBBBB 

IE5522 

■BBZSrrEBBI 

lE-TiFimi 


IBSKE3 

T K.Uft'-TTi— 

jEgEBS 

IBBBEZS^BI 

T66764100- 

CHEVRON CORP 

IBEE5M 

BBBBB iV'BBBiB 

*KS2t523 

iBBI , 1, 5IBB 

•28265N10T 

IEJJERQENCORP 

IBE3E3I 


IES22J 

IBM* 1 ' II — 

iES3iiEa 


IB23C31 

■BB iuri'ITBBM 

SE2£jl*Ii 

IBBnZf/ZSBBI 

1E3EJ.IFIS 

1 1 — — — 

IKHSl 

BBBBB2IuBBBBB 

IPfTVTT! 

IBBBKEEBBI 

lltililiiEB 


1BB333I 

BUBIiEBi 

IES2533 

iMEZtlESBB 

JESIiilS 


IMZKnm 

■— — 'tttiiiii 

ff ■ Ij 

'BBEcSLijSBBi 

HHIffSfra 

[QtSSTARCORP 

IMKB 


iraV'Oi; 

■BBEZSS3MB 

;ESS3I53 




iErrEvI! 

IBBBOSjSBB 

g.'n'' N'-UTH 


WTV,'.| 




•03935010(7 


\aEXzm 

1 BBBBB I>T’TBBBBB 1 
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927 


Inception 

Dlto 

T«rmlr*UonO*t* 

CusJp 

Humber 

Security Description 

PoalUon 

^anttty 

DMdmdi Paid 

12/27/2004 

12/31/2004 

FSSTFxa 



*0.00 

Wiit&U 





*400.00 

lYVifry-l] 


CTT-TMWii 


KIXXSI 

BHHBOSX3EIHHH I 

IF 

■K’i i/ >: r.\mmm 

XL’TMliVj 

ENTERGY CORPORATION-NEW 

BHSE2BI 

BH itT-MJXBBBBI 1 

tma 

mm FFffTim 

tttXjlilEJ 


■ESE31I 

JS.30G.00 

tVZlrW 

MBIiEXJBB 

h&UHMH 


KEX3I1 

*0.00 

WFi&m 

^■KTnzrm^H 

E£SHSH 


K3 

*000 

mnf&n 

BBH Hi ‘1 

igjataii-j 


mSMM 

*0.00 

IF5J3/3H1 

BBBEEE3BBB 

t&smsi 


WEZism 

*0.00 

HFV.yamJ] 

■■rervTTcwMi 

crorrm 


■RESQH 

*0.00 

IPKVXiJI 


EXiliiLi 


■BE3 

*0.00 

BEESES3!] 




■L^rX/BI 

*0.00 

IFW.’Ki'.Tl 

■Eil/'W 

KUH-aHH 


mmm 

*0.00 

■Fra.v»a 


KWifriteil 


msm 

*0 00 

BPrEEfrS 


70213F1QT 

PARTNERS TRUST FINANCIAL GROUP NEW 

398.742 

J111S47.76 





■htx:* 

*0.00 


IHI/ V< m'.MBB 

tiiiii-iki 


WPZXIZM 

*0.00 

Sfr^vV*?! 

BBFjXXXJBB 

K.y.viMt^y 


■ECS* 

*34,977.75 


MBBKT/TTfTWBB 



■raxa 

*0.00 


fHMCTjJi'li' 

IH7L!5«I>Ili 

uacewCh Company 

■I'JtX'M 

*0.00 

IF/Xa** 

MKr;7/''iT.MBi 

‘964382101“ 

MACEWCH COMPANY 

K?xa 


IF»'iV.y*T 

■btt x— 

KI5I5Z2TL1 

srnTreiijjsii^irfin w 

WEXEM 

BBBi til* EI'j ■■ 1 

IEHE3S3 



■VT« i : p . ;o Ll u. - l.v.^HBBBIHBBHBHHIBi 

WZTTTsU 

*0.00 

IBBHffiiZ! 

BMPIP7T7BBBI 

EE3ESE3 

• , »7n?ii ! d:L j iari l '?'»-»k»i;ii^fcii l ?'BBBM eratfwwatgaaae^saia 

WEJZm 

*14.790.00 

IWAWSTiS 

■MBT.v.viTwaHi 

bljijjgilfctl 

QUeSTARCORP _ 

■MAX* 

*0.00 

IFS557C® 

■n^n 

HSSgfflH 


■E3G31 

*0.00 

«=R‘TCT*T 


ISfcWt'XI.M 


■SLATTIB 


IFilE'il 

■K/^M 



WKXsm 

SQ.OO 

irekei 


CT.zrerx; 

3^ri£ . :J *' j 8 j a >z t i-av* ; 1 1 TTTriTBHi 

mexsm 

WOO 


■■li/n >MBBI 



WLilCvW 

*0.00 . 

K5IEEI 


EK-Finr-'n 


KSJum 

*31,185.30 

IFaKIvI 


is^ins 


msx&m 

$8 .300 00 

1 th.Wry.ff. 

tmmtwi's.wmm 

IP7P.rir.Ili 


KEZI 

*8900.00 

WWHPmE 

■■’■ll/Vi'.Mi 

iTSTTTrrrt'-ii 



BHBBH. ,rr ' T '^XBBBH 1 

IFcJI/X-I 

bbbi WaYTCBbbi 

BZT.TP3Iir3 


■>iHp:<B 

*0.00 

IKfiT.-jlL 

BBBLUr XL- BBi 

tZT:Pzrrrrj 

yi:;V7' 

KEX*I 

*0.00 



rznukvji 

Ja’i 4 .j|.Ji'.y,.v.'.'.«K'!2;T'3^PBBiiRl^fpSj 

mMum 

W0.27B.13 

IT-VIMr.r 

BI^K ' VYiVMI 

c::tinrxi 

d 2 ■ 3 JSHjXSE V-'-V.'>'< vih |23 3TBB Wttt 

■ESEXB 


■mesa 

— — 

KFFTniFrt 

[*Z T i 1 1 h i i 1 ill 1 bbmbwmmmi^b 

mxEm 

*4,191.00 

■msci 


BRTFTTPTJ 

Y ,r ''i : i ^ ..s i 1 ^wmmmmmmmmmim?&&se 


IHBrTtvOBBB 1 

irai 

B^BM VTC-BBI 

IWK-5SE5 


■EDE231 

WOO 

■etc* 5i 

■BBTL.5 iT.HI 


BB-LSOLfTN CORP 

WEsm 

*9,279.90. I 

BHeKvIJ 

BBEcsEEEBBB 

BB'TSsina 

L. J 5. r ICIuI^IjflBHBBBBHHBBHHHHBBBfli 

BF-AXtSB 


■eexj 

2/23/2005 


X" X'i JBHBBl 

igj'rt.lri 

i^SS^£. Ill ; i f ’ 

■fcEXI 

b^b vv /r.H 

EPimra 


MEXZa 

mH t£)?: r -jKBBBBi 

■bssj 

■ [If.V.n'.B 

tT-iFTIH'S 

; ~ >T : ^ ill? »"i— — i 1 iHi 

■EE3I 

BMBBI ■■■ 

■ee-xi 

«i r A>:>:-ai 

br.'K.'.'Mtl'.l 


mti-yju 

*200.00 

■M3 

■BB I lr //l>m 

t-'ir.LCT.T: 

GAiH COMMUNITIES TRUST 


SHBMHII* r '/.-MBBBBl 

fc/t-W.'.-l 

BBKU/iEEBB 

Enrsns 


wrwm 


beexj 

■BSTTPirYTOMi 



\mmm 


BEE31 

HBV''L.iY-VBBi 

k-:<L^u4i 

r t TTR5rr'iJ!i»i* , » bhbbbbbbbbhbhhbhb 

IKE* 

^BB^B if *•] BBBH 

■ItESI 

BI^BZV.'m'SM 

tM.P5n.il 

[TTO 3ITSI ' ■BBMMMBBMBBBBB— ■ 

'BESEEM 

■■BBI It '/’BHB 

BKIS23 

mmFWr'iTwmM 


17 aT.|3;.c' ' W/' 

K&XB 

^^^^B f ; A l ' TvBBH^BI 

■EES1 

Bf^B'V l.'rY-'.ai 


JF.VLTi ► 71 l-’ l , Y. T A |"/V • t . 

B.W 

; • / ; ; TTTTilTiir 

■65553 

■BrW"'.BBi 

K-'^TZi 

7 - fc ‘ Y j y.vT;.*'*."LVt 574 /j A 

fE5E3i 

Tiiimmir ' '■ 

■t'/v.'T-l 

■■■2/. iV i i'VB 

BL'-VZOTA 


■ A.''BI 


■frv:o:-j 

BBBPW?. iY.^M 

MZ IP-LIE 

K'^ifl'.XBHMIBBBBBBBBHBBB 



BfcVS*! 

BBBTaV-m .BBi 

thVW-lMl 


IKS&EI 


BEVE51 



HC3 ZI ZMBBBBBBBBBBBBBBBi 

IK^EB 


BEEE1 

■BFrZEX-BB 

EEBUitt 


1H0E31 


BEEE3 

bbbiv'Xayci^b 

fci'MI l-iMi 


IKEEI 


■HEvM 

bbbxial-.-bbi 

fcAOlSUX 

JC PENNEY CO INC 

IBSEE1 

: BM XK ; :')X<BBIBBI 

■EEljJ 

wtm.\r ^^b 

Esnrurx 


KEKE1 

■■■ i . T'.'BBBB 

■nif.vLvi 

BBBMEy.-^^B 



i ■«■:■:>■ 

H ■JBlAil'IiXBBB 


BBBLL:.- .v.-^BB 

liiil-HCH 

MAC ERICH COMPANY 

m&zm 



BBBLILIavBBBI 

EMPriUM 


\WMHZ2 




EZE3E-J 


IKZZEEB 

BBBIII it I }'?: X vBBBBBI 

■EE5S1 

BBBSELLBBB 

Kssaia 


IHSESI 


mu . ess 

Kpi 

iscssiia 


IKiiJUEB 


■KEyI-B 

■WBEES3BB 

Ezmaia 

CX/ES TAR CORP 



TZEX-l 

BBBS.V'L'-BBB 

IBS53E3 

WADOELL A REED F*4L WC CL A 

mi^yjn 

1 I^^^^BS'JjIyIXBBBH 

BEEXJI 

BIMlia_£AYBBi 

ifcSEiSEa 

1 Xk-U ’2 ll.\ 1 -ill" = M 

WtXJH 

i BSHBril 1 

■L .VM-M 

BIMElEXL-^^B 

HEE53E3J 


IteEEQB 


BEg£B 

BMDflEXS— 

m-IESFU 


BGa 


wEEvSB 

— EEES3— 

E3I3E2 


EE1 


WF L'-JaB 

BBCEZXLl^^B 

HI'?' - ' U 1 ’ J 

ARGOSY OAMINO CO 

IBEDEE1 


■EES a 

BBBCQZtXjLBW 

ESSHia 


iKHES 

Kon 

BU.TyrrB 

BBEHLi XLBBB 

■esssiTioc- 

PPL CORP 

■ K'I'M 


■f.'r-.O'-B 

■HESEES3H 

'E33JSJ3 

PPL CORP 



■/. >_XB 

— aEas— 

E'.-l-XXiy-'i 


IBUEIEB 

1 BB^H ; 


BBHQEESBBi 

IESS3E3 

ARCH COAL INC 

!■**?*■ 


■MTuM 


t:: j 




‘ M 

BBBBEEESBBB 

! E5::-3La 


'maezm 


KJ/fcO'-f 

■■ESEEBBi 

H-IIvIIIQ 


mns-ym 


Bl&XIB 

— "'"I M 



.■El 


BEEE3 

■KtEXHl 

ty.Y'.ira 



BHBBHK'lijl'IflHI 


■MEE5X3BB 


ARCH COAL NC 



EffEXJ 

— — 

ESXJEa 

AWERTN CORP 

IKSCES 


■BESSl 

WHBESiZSmm 

dTX'ESa 


l»v5TiAil 

IHHMAX'JEBBBBB' 

IKJiLXI'X-l— :7.V —1 m 


!K5Ka!9 

BSHB :. i , 



PNC FINANCIAL SERVICES GROUP 

WI-'-T-j'-B 



bbbseaybbb 

BZ3E3E3 


IK0EXD1 

IHBBI 7MB 

SttEEXSI 

BBBCLfIZXi3BB 

Bi-STJEJ 



BMpi r7T7?^^— 

HilEXl 

BBBSjXEgBBI 

ESSDSI 

AMER&ICORP 

IKESCXaf 


EBEE3 

■BBEKEZ-^BB 

j£3ffi3E3 



■|M LI | 

BfflKypI 

BBE3EXEBBI 

iBg-FOEPa 







POTLATCH CORP 


*4.381.40 


STRICTLY CONFIDENTIAL - NOT FOR CiRCULATTON/SUBCOMMITTEE MEMBERS AND STAFF ONLY 
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928 


IflMpfefl 

Ma 

TarminafconData 

Cuslp 

IMnbw 

Sacurtty D**ertptten 

PoMflon 

Quantity 

OMdandiPMd 

1/11/2005 



lEOAi. ENTERTAWMSiT GROUP CL A 

■KZMI 

SI .521.00 

KiBSsa 


niSEIES 



■MSP •' HI .'MM 1 

IME23 

■VLVii'iH 

LiZvi^l 


ESES1I 

10.00 

ITiEESa 


mwr,wd 

IROOWJffi BANCORP WC 

■Mill 

SO.OO 

KiEESI 


mifZisa 

1ROOKLt« BANCORP INC 

20.000 

SI 3.100.00 

■BFV535 * 

■■■ ."V^H 

tttehW/i 


wgjszm 

sd.'oci 

BfflEiSI 

— if '"-mm 

ZSWttH 

10UEBANCCORP 


SO.OO 

BiBE™! 


aiigaEg 

7i 1 1 — 

m&usm 

1273.464.60 

■r.fw*a 

4BME7ITr. >'.«■■■ 

smvm-d 


m'T.wm 

’MSB : *L* . MM 1 

nsnr&a 

Sf^M/LV.' >7. MM 

iu-nar-ij 

*OTLATCH CORP 

71S 

1214 50 


W/'-iJB 

lf 1 Vii-'ll.;. J | 



so.oo 

EffiE23 

^^■77, 



mxxvM 

so.od 

MFWCia 

■■■I fi I • VTiTMM 

ESSSEa 


■B G53B 

so.oo 

KKFSXa 




■■7. ; -«r» 

so.oo 


mm/.yyv.^h 

1 ttikSM/i 


K» 

S210.30 

«BKe5S1 

BBBr77E T x'TCB^H 

kem 

WOTUTCH CORP 

22.499 

S8.749.70 

■TIPFVn ■BP«T<7 V. 



K3EE» 

SO.OO 

irrr r"i— rn ti n 


■mFTI 

SO.OO 

■SEE23 


El'ZvJI'Ij 


KDESZH 

SO.OO 

wmxa 

MM !>X fr .TCBMI 

IriXil-T'H-ry 



so.oo 

EiltST-J 

^K T ' V.V 1 . LMBB 



»/Z3i 

SO.OO 

■Sfficii-i 

BBBUHa.' '-JMH 

ETT-flC'/I'II 

in! ,'i .’ • I 

gAZill 

SO.OO 

KES1 

■H r iV: Yi'kMh 

E«IlE!-”,!3 

i: 4 t i Msy-i jr A’j ilTt-.f g t 'ii<?wv:i’i; > :n lSttt^bbb 


S 103.374.00 

■npsvTia 

t > ,y.mh 

E3m22a 

Itr^’ IBIaV; 


MBBMF >'■.•* ;Z f /'JMMBI 

■BKEua 

■■ •' Vi V.’.V.T^M 

! 

i 


701 

S315.45 

B&EE3 

BBBBTCi^TrcffMI 

KTI.rnrail 


WEKSM 

$10,124.55 

waswa 

^^•TfPFT ,*:«■■ 


QU.gSJARCORP . . . 

■zxr>ai 

SO.OO 

ESEEE3 

MP.'tr.vv.'.MH 

7*8356102- 

QUESTARCORP 

■MZH 

SO.OO 

IKFSIKl 



'"'n'T-'l.-i. 1 1 


iooo 

*KiK>:a 


i.fVzsrrx.a 


■ZiXza 


im.v<qa 

^■■VZV i >'-BpflB 

JTIS 


mws.m 

to.oo I 

miEvi-i 

MMVNW.La^B 

655t-'S!S 

1 4 ■■' Z' *1 /Ai 4 =L* .U »’* * • I a'i I i j »T.J d : f B ? f .V V>.VBi 

miKZ'M 

M**MM3**1 

■KLK*:-] 

BMr';t.vv.'.MB 

CvK^ors 



S4.700.00 . ! 

■myizj 

■■■r L?r^M 



KKCl 

JH 

rnirw-i 

MK’.’ 

E5553I.U 

7 .' 3 a : f v .1 m j.Ttf : a’«r J7r * arrvv*!di=r , i ittmhm 


$12,250.00 1 

■SEEKS 

BMBnFZV.'V-.MBi 

Esnsnsi 


■DS3B 

so.oo 

»STV.T5! 

mbciiksmb 

fc-t.-TV-ffcYi-.'j 


■SElB 

■■■Mm.vZEJMl^B 1 

■RT.VSa 

BBBMWaT'TMM 

EgjgHGi 



MBH '7 . 

BKT^vr.] 

■■KTi'Wr ; .’<T.fpBp 



rnixr-M 

so.oo 

■TflVVf.] 

bbbh r;;.^wr.«M 

EEB-XHvi 


WEKZm 

so.oo 

■Hr-WT-a 


TTITTIvl 


■EDE3 

so.oo 

EEvZ-J 

MK>W.7.MB 

E-IICiHil 


WEBZm 

168,145.00 

■SEEKS 

mmswzymb 

ESv7IijLj 


mviiJim 

SO.OO 

E&E* a 

■n^'jaii 



m+zzm 

So.oo 

■HEEI 

MM7*V.< i'.BMB 

EBX^niSJ 

AMEWEN_CORP 


to.oo 

B/W23 

bbbktotfotbm 

r’CTr. 

Ill' 3 T TTpiTil IWJui'li' .Vi ( >,V^ 1 ; 1 1 

W'M 

S172.290.00 


^■M/. 'a> < MM 




5rnimEBMi^* 

■H2EEJ 

■■I'n/.iY.Mi 

E553?iraa 

D : ! a J *5 a a: r.v ] '.■ ^ »*• : a .♦* J : ) i * 4 1 .' V »' » j a » : : i • t TSMMMBMIB 

■T-XvIB 

$2,450.00 

«S5za 

BBBBTTiTr.. '■■i 



M3K2M 

MB** Il I ,'MIMB 

KriK-KJ 

6/21/200S 

ET.HITT.VS 

u)Hl* IHi-V :i j», t j 4i. i t1'.»iV. , % >7i »!»’ 

■KUZB 

^MHB TTTTjij'.'nBM j 


M/2006 

Wff " -T 


!B3 

KM 






S0O0 

ESSZ-] 

MM''il>7-iTC*M 

Kf'-T^Uf' .7 


■EES! 


*E5aw3 

M^EV-.'Vv.'LflM 

vnrrtnrr. 


■SI-SI 

soao 


MMF7n>.iV.Ml 

E?3?25a 

1 

i 

■Essa 


■E523 

MB* ’i • Tv. l-.*M 



IKXZB 

■■”■:: so.oo 

■Ta-V-W! 

MMAv'jvy.flMI 



IK3Q0I 

MBBKIL\lyE3MMB 


I^VTV , • •’'■BBBB 

nwz-Ly.i 


[■33HE1 

'MB1jT.MBMB 

«aaza 

75\i!»?BMB 

ESr;SK*?5 


tHEXZa 


■E5&&& 

MMSEv.'.-^M 

E^iairy. 


iMLacia 

So.oo' 

KriAwrl 


t.’viTWri 

MEXICO FUND INC 



■ezas 

■MB-Vav'-MM 

iKyiii 


IKXZJi 

I pXTSTT 

1E2XS 

BMWV 

C!7-jK??Ti 


IKZvl 


BTFITa-V-I 

BBBBB-WF >M^HI 





lEBaaa 

BBfclglfca'jlBM 

efeiiia 


’■SKil 

HIMH1 HlHI-H'BHB* 

Bi'JJ .1 

BME22SI3B* 

ESE3E3 

9Ug-reco 


MBB* 

it&za 

—EgRSS— 

ESK3E3 


IK3Q9 



^^MZZ~jj*3B*i 

!E3BEa 


1EE1 

IMMMSIg^MMM 

■KIESl 

MBEaLIcZEMM 





■fffrTvTl 

BBEHESaM* 

ICI'irtMKii 

GOLDMAN SACHS GROUP NC 

IKS9 



*B*L?ZZZvI-MM 

lEZIE^ZJ 


iKXZB 

so.oo 

■ggma 

BMPSCEEMM 

grzvB-ai 

?-;».'< ; i.-3:t'M.Y7V«;:. j:r»l— 

iE^l 

1 BMMKIICZXFBBBM 1 

mstFPzm 


'CEao 

> j.'j'f :i’.' : ►> .■ J*.''.»l— - . 

IB3KE3 


MJiK-ZM 

BBK5ZZZZBBI 

BESSE3 


iBEEta 


m-L'j . s 

BBBZZZS3BM 

C3E1I5J 


IBZJtLUi 


■sgroai 

■BKZZZaXSBM 

lEassisa 

i T ,7.7i ZiTT 1 4 i i ',' ‘ : ► ■ .TTFYYJ—— — 

[■EDEH 

MB*. 7vMB* 

*TOvT'?l 

— Eza-z:-— 

IE3EIISI 

Tii, 7 (-yrMMMMBH 

!KcJU» 

1 ■^■■Ml :> Y'MMMM 

■rSTr-Xvl 

MBEZZLZKJBM 

EseiEa 

1 1 il 11 'H 11 BWMMMI 

IK3S9 

; m*m f -I '!'*■** 

■ 'il- ' fl 

Bm 

iKT-ET-IEa 

gaasgjga 1 n ■■■■■■■■ 


< ^ymMMM 

EHSS3I 

BBEg5Z3BB 


i77Aik»:;:i*a — 



Kaasa 

BBBrZZZXSBBB 

iEzzii'?a 


iBSEHDI 

! bmm 

BESEl 

MMESE2JMB 

iFnarrrrrj 

im?*? 

IKQXHI 

1 MBMB* !‘I7'MB^^l 

*V J /Zv* 

BBEEaiZBBB 

ttsu-HEi 


\WEZJrZM 

i v. - ; ''..MK7F7M*'’ 

gggs-i 

BBBEZZSBBB 



i»ratFra 


*£EE1 

■BBSE5Z3BB 



immzm 

HMHE'SXSIE^HHB 

KSE55I 

BB*?iI?r ; .’j*JBB 

-!■'*•.' JTi* 7 ^ 


IHM^i 

MMBRQFXEZSBHI 

E23S1 

imbcizzismm 

Ht2xEz53 

i''7'-;n i, i;ii..'n-’.i. ^37T»tYFr r «?3YgT7 > g^p|p|^p^p^[||WBimmMWBWE- 



ksizi 

MBCSrZUBB 

EIFFvMK'i 



r I, MBM 


wmmggmm 

iSSZCIISI 


IM3E5B 

BMHMEE*BBMB* 

*zv,v:a 

■BBZBBSBM 

[KHE3EH 

COSNC 

i WtLWM 

MBMUMLI'IL-MB 

KE55K3I 

MBE7S23BM 

tZirl^Zil 


[■E3E3I 

MM'YMM 

■ZSKSl 

WMSESiaMB 


PFIZER WC 

\WE3E?m 


K553 

BBBSTaIyMM 

E2EtfE3 


ITTTul 

l^^MlIxiZXTMMBI 

i2EZI 

^m ..mm 

liSSUFa 

7.‘ T*a 

'KS53I 

^M* T TYTlMMi i 


MBESEEMM 

t?i^3T -in 

»* il r-MBi— — — Y iTT* 2-*-. 

iBEasai 



wmmssszmm 

Kssagq 


1*2*21 

SO.OO 


P*09 1? ot 40 
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Tarmin»UonD»t» 

CuaJp 

Numbar 

Sacurtty Dwcrtptton 

Portion 

Quantity 

DMdandt Paid 

2/7/2005 

WmMXyfSVm^M 

ViirWi 


BZDGZBI 

$0.00 





mBsmi 

*10,478.82 

ma&SM 

■H}/- '.livl-BB 

BDE&IE3 


BEES* 

BBBBB m'TvZZ'JBBHi 1 

WrZ&l 

^■VV.'h'M 



WSfeSm 

■■ft ill, i ,■■■■■ I 

yii-wzm 

mm*w~ — 

Cfellfi 


ME?GSB 

*0.00 

E2eS3 


tZlZJKJ 

iOHSOL ENERGY IKC 

138,500 

*9,695.00 


■HrlVIi'i'fp 

S*SFS<2TW 


wsKsm 

*0.00 

BEEE1 


KDV.TftF7J 

3. PASO CORP 

mmuM 

BBBV 'll' BBHB I 

EEj3 


7833^10? 

SLPASOCORP 

18,940 

*2,032.80 j 

■essesi 

■KiWi' i'.MMI 

78338L109- 

EL PASO CORP 

EZK1 

BBBBB ZTZT'.'SBBB 

K3K5Sa 


37245X203- 

3ENTEK INC-NEW 

mmsm 

■■BHi:: 

BESZ1 

BBBWik2ZBBB 

‘37245X203' 

®iTEXWC4CW 

BEEM 

— — * y TP. r F7VT7V^M 

Bll-AVl 

■HSalSB 


(BEKTEK WC-NEW 

WEMjM 

■■I^H vT 

E2SZJ 


fcSKFBffii 


mSEuM 


BE?T«-Za 

■■ftTtCTvV.^H 

IM-IUMKil 


aun 

*0.00 j 

BlW-v-l 

■■fc''l’K7'«Y-MH 

ess: m 

'.'Wtaiii H j : LLi 1 . 1 1: n i L ; vt k . » i ; f ^ K t r t-1 

■HE* 


ES4ZJ 

wp™ 

tM-K-HMil 


ms 



mmw-F-mm 

EMaft3En 

UAXttl NTEGRATED PRODS NC 

■36Z* 

*7,854.00 ! 

BGHS1 

^^H7r7rV/papM 

KEE3E3 


BEIiKa* 


BE&23 

BHE&53ZJBBI 

IrEW-MIvi 


mmm 

BBBBBmxSSBHBM 

Bl-Kivj 

— — 

hiiyi-MIvJ 


ESE5B 

— — f 7 l/f '-TT'TB . v 

KlW‘Z-1 

■K'-'V vJH 

cnir.iT-Ti 


■KT'Ol 

BBBBBlOlvIvBBB 

»vv,‘Wi 

BBBE3X5333BM 

lT5ST.V.TPFa 


Bffiul 

*0.00 

K'VWI 

■»K-V.v« 

f?5FZiiFni 


H'AilvB 

*6.00 

B22ESa 




BEIElI* 

*6.bo 

■25233 

::— 

Esrnron 

■A ;:<m BBHBBBBMBBm 

■a.%ZB 

*0.66 

Kxyr.yi 

EE3 

ggf^^lnlnS 

I'ntr'.Tr." 



ggg=gv===a=sj 

■apWitl 

■V/iPi. iV.Mi 

KvlKniK^ 

1 • •.!*.. ’I*-. u]Lvl*' “l* ® 


*0.00 

BOTTSZq 


IFWW'i 


■■rLTtk'.M 

*0.00 

BSRv33 

— — 

B3K5inn 


mwm 

*0.00 

B5E5373 

WRKKUVW? TT1H 

lEZailSi 


mwif.m 

*0.00 


■KBH 



ms 

*0.00 

BBPW33 


K5kV3K"j 


WZZISZM 

■BM IXZI’SBBB 

BW/vZ-l 

■■r-VT’Ai'ZBHI 

t'rr.TirtRS 


■MS 


frJ.T-V'0'.i 

wmmiKwm 

Fz?nnv3 


iBinrfy>i 

*0.00 

mirar-a 


iHsiii'/a 


■S 



BBBS'WrZvBB 

sazaEia 

POTLATCH CO«P 

!K£S 

JFKEEBIMBB I 

f7i[.V,v>'T 

■W-V.'.'ILM 

IriKvIE'Jl 

maswc 


■■■■ nii'.'lFIHBft 

F’iT.V-'.v.l 

^mm ot»? .’I '-'iHi 

ITIlTMTv', 


■r^IvB 

*6.66 

EtffrittJ 

HHTT'.iV- i'iMH 

kce:ie-'3 





BBBLk. 'V- >Y4Hi 


QUESTARCORP .... . 

BEDGSB 

» r r- 1 

f-'/it-v/iv.) 

■■ftEE'Zani 

I'wyitivsr-a 



*0.00 

BHFFESa 

BBK.WavBBB 



BESESI 


ft iif' •:• i 


CTiXIKil-J 


■K-E'TB 


BWEvZ 

^v.vy-:.m 

Bsipjaras 

COSIINC 

■E3GS3B 

*0.00 

BWavM 

■KZWSi 

issraiRa 


BE3BSM 

io.oo 

BgPK«!g1 

BBBEE53ZBB 

■i.r.'iimwn-d 


■lEvOB 

■M| nf.Y.rowaHMl 


HZi-'ZHB 



BDHSB 

*0.00 

lrOT/v33 

mmnsFrzzam 



■i/Zl-BI 

am. i! r. it-: mmmm 

ft: Wav:-] 

■■■ftWT/DHH 



BEE* 


BSEZ&j 

HH-lrZ 1 . •-> 

si-urmw; 


■EE3I 

S2.2SS.00 

BW&Z3 


wiVJim 

COSI wc 

BCZT'ZB 

io.OQ 

B5EKv3 





: BBBBB HT.-I ZI'TiBBBBB 

B5ES2SI 

■BKMVTZflHI 

gwr-rra-a 

JBBBBB^H^^^HBHBHBBBBBBBH 

MMOK'SI 

BM r> ’'i' v 'FB ' 

M’MS’ICH 




BKvKa 



■■BP7- kiv-ftBi 

mzsszz 

ta.< .';nn :nli J*i', -I. i >i •: /Lt'i.'ii i»s w.i’T^tinBBi 

llftY'-tvvB 

—ft glT'::iI‘]^^M 

tWVi-Z-j 

BBHEl’r-.v.BHI 

li iitii StAi 

MAY DEPARTUENT STORES CO 

IBH 



■■■ .. 7 '.'.-MB 

SSiilX ESI 

xumi i • ; = : i I -■ - lv JBHBHBHBBBBBBBBB 

WEKSM 

■^^H 1. 1 ii*.‘BMBH 


■mi. L-wi 

EuiiiiEi 


IBdKI-B 

^■1 iriT 1 


■■t.'J^:.'-'. ■■ 

ft-ZviZCG 


■IC'Kvl 

■BBBBIF-Vk-T^^H 


■Skii-SB 

SSEBSEj 


■E 3E2M 




CEailki 


■IvTiZB 



WKKMJik-. mm 

EwYiAl-Iil 





■HtElv-v-MMI 

cnESaa 


mzxizm 


BSEKEI 

BBBESZSS-B^H 

IEST5B3 




BEcE -1 

■■K25333BBB 

IE32£S3 


■a-.o» 


PlEftS'I-l 

BBBT '1 MB 

IFEvF-tPH 

V. T - , v\ t !Y.-i ; ,,Y i i ; { v»liXT-:-:-jii-l i iT-kTBHBHi 

KDLZB 


Eggggl 

BBBEcZrZiZBBB 

CaQI.T'^ 

I I* >I»1[ 

MECvl 

MBBBlfTTZTM— — 1 

Eik’/'v.'l 

■BElkiZ SMB 

iKDFmi^ra 


mxzm 

. Hftft tt - 

ft.’jT.V : .v]:i 

■■Bl'- 1'. vlBBB 

IKE3E3tH 


HLS 


B2ES23 

— EZZ/ZZ— 

SWIHE3 

UNTTED PARCEL SERVtCE a B 

■?yy 


Eil-iZil 

BBBEZlZvBBB 

RiZKHva 


BEE* 


B'i:.v:o:i 

—EtEEZ— 

llZvxZil'IJ 


■EZ5ZB 


B5EEK1 

BBBE&vZJBBB 

IS2<ZK3Ivll 

VONEYARD NATL BANCORP 

■D53B 


EUZSSI 

B^BE5Z5v3BM 

IEZZ3T3 

CONSOL ENERGY INC 

BCESB 


ft-’.b.- ]':•:•! 

BBBESES3BB 

kiiirxtlFui 


■BGS 


ggBBS a 

BHEkHEZBBB 

iE5ETffi3 

Yl'lliCvZY^^^^^B^HBBBBBBBBMBBBBB 

HE32I 

BBHBKlSXvI'ZZBHBBI 1 

EHZ533 

■BE25Z2BBB 



EDZB 

BBBBBl"i>j •"’ J '• HBBH 

ElES3I 

BBBEESZJBBi 


.’ 11. 1 ill . (iTlcl.V-llif-s; 

■FTIFM 


ftW'-vM 

BHEZEZvZBBB 

■Msmior 

3*4 COMPANY 

■^K’TtBI 



BBBEEESBBi 

■M7WM103* 

PFIZER INC 

■EKES 


ft-'ik.-' 1 

■BBe2B3®BI 


ROBERT HALF INTERNATIONAL MC 

BmZJB 


Ettfcaai 

— "T" Ml 

'lff< D l H'-g 


BntyrB 


EiLiiSJ 

BBBft 5Z2Z3BBI 

E23E3 


■IKE* 


gst-ywft 

—BElZv— 

'EZvzrra 


KF.FJIB 


■frLk&l-j 

■■B5SS23BB 

s-ziciE-ji 


■y*E* 



■BBEWZZZBS 

ItT-v-TTTT'Ta 

uawc 

B-T->X!vM 

■BHB 


■BB25333BBB 

isszsiza 


MZTKm 


ft 'll ': 1 

— Besksb— 


I Xi YI' .OX 

IBESZ3B 


ftJii.y.yoi 

■■BKESaBBl 

it-iit: i Hi 


■//<■:■■ 


ft/LL'A'A-l 

■MEiESBBB 

iEzasra 


i*A»fty>a 


Eir.fr&a 

BBt3E2v3BBB 

itZvEXO 




EZP55Z3I 

BBBBSES3BBB 

ffMr'T'Tf-li 

T :»:*>»• !>Y^‘T.BHHHBi 



Eyy/Fr.Tl 

SgESESSBK 

tt . : jlj 

• .■[•>]’ .: -lir*': i*y r 

■i-FSBi 


ftfrw>-.:i:o.l 


EE2S3E3 




•/ri'M'i'r-ii 

■BEEHES^BB 


QUOAHT CORP 


■I^KII'&Z’ISH 
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930 


mcapdon 

Data 

TarmlnattonOaU 

Cuaip 

Nisntor 

Sacwfty D**crtptiofl 

Portion 

Quantity 

DMdand* Paid 

2/22/2005 

2/23/2008 ._ 

E T T^rtnca 


12.000 

510,920.00 

E23S3I 

^^VT7ZT7?BHaa 



KJCTT.BI 

53.W1.10 

mzm 

■■CTEna** 


MY DEPARTMS/r STORES CO 

W5X2m\ 

■x&Ubmti ' * i •; r • ,^?QiWsK- J 



BuctMl 


MSSESMi 

ii.n— Vi. TfiVlF 3—1 

YJiiWSZl 

■■!:' v.« .'.^m 

E5T-:-nRa 

*Ci!NC 

M23Sm\ 

g^BBB^-j'tirCTiaBBBBii 


^■LV.'n.HHi 

ISiullI'jJ 

*INC. 

BESE21I 

■MB :Y3^ITvaMi 1 

VMtbWA 

OBBTL- ; Vr/iLWHi 

F??Srrr?a 


ME&2M 

50.00 

Vtf'rr&a 

■v T :r. 1 'r" '.hi 

li.m-5XT.5B 



55.MO.OO 

Wl&rrTra 


rar.piRi 


BBSSB 

50.00 

WrrlrWyA 

mmmwmm 

biti’TST.'l 


WRKgm 

woo 

E553E1 


k^tvvijj.va 



5210.00 

I^’KvI-l 


K.'iW.n^a 


K333B 

M— 1 Ift i 'i 1 P 





K33G331 


ESZSEJ 


BEZH2IS 


lfc3*XJ 


EeSSEJ 


K-MMH.IM 


WEESm 

50.00 

wrfrzw 

■BBT 'i ■''/■- > Y.MBB 

^Tiir-zii 


■P-TiT-l 

554.720.00 

HBW5I 




m imssm 

50.00 

K5W! 

Ti'nT 


rfERCX & CO HC 

EEl 1 

58,500 00 


WT7M 

VB 

«Kxii"COINC 

I MESm 

BHBi -Zi^'IOMBBB! 

ESES3 

WriY.IH 

fTlP3TT3 

dJBERGER BERMAN RlTY NCOME FO NC 

m 

51.553.37 

n®5a 

^■■KVV^TBBBi 

l W129<ilO(F 

«UB£R0£R BERMAN RLTY MCOUE FO NC 

1.0M 

51,896.02 

B5F5353 

HHi T ;r. :.aMi 

BE.TJIPTJ 


■BE31 

57.125.00 

*S52s3 

■WiLV-Y.^H 

miTT5'7v3 


■nmiai 

IBMHHS :’J V 

WJtW77A 

■B'l'iV'iV.am 

E*Hk>»3 


■IlTil 

'KpgjajgP ' l : ‘ ■ JPVMH4 i 

vrrfrfim 

BBBtflf/l! llBBBI 

E»3g»?fl.a 


■23E3I 


K^vIJ 

■■TOM 

BwiTsxnn 



50.00 

WJrlVdi'2 

mmvr^iwm 

*«'.:• :;ri(«31 

•V;W ?!•>••:> * L.'iy.Siy:-.-!^!:- J*(V.BBBBVPPmPmiHHH 

KOTiEDB 

~5oo6 

W-W.'?. 

■H73TM 

SS33IS3 


■EEE531 

50.00 

I22ES3 

■BKr<w.vr,'w 

lri-.VV;!*r>:5 


mumm 

BBBBK iiF '.ii iJHHBB 

1MS&3 


k7t5MFl.-.'i 

EL PASO CORP 

■FTPITPB 

BBBBBI 1 1 ''BBi 

BrZVTC-l 



MCI WC 

HHiXiXil 

■BBBi .' 

Krt'r-.v'-J 


■552M1I0T 

MCIWC 

K3ESDH 

BHBHBIEXTnDJHB^; 

E 25333 


■552OT1107- 

MCI INC 


■BBBBSLT'ZI3BBB* 

*3252-3 

BBBE7Si3BBi 


ucinc 

wcMim 



hktctbhi 



WblhhLM 

■Bi 1 .'.’. II 

*VJ523 

■■H^ViTCBBBI 



■Et£2*l 



■M-WT-v.™ 

E EE3E3 


500 

5450.00 

*5IE’j3 

■bbi-Va-ybmb 

EEE3EJ 


w&ai 

54,500.00 

*KE*3 

^B^BT-W.iY.MBi 



■D53 1 

■B^^B r 'iF' ’'''BI 

VfUrTWA 



TByCPLE INLAND INC 

wmm 

£[ Tf^THB—jl ! 

WJ7UFZ® 


EWT’virai 


KE-XTSM 

BBBBBI 1 

wssa&iA 

^■TCT-VTC^^B 

kitil-i ira 


MHXSM 

532,175 45 

VKU?:r , a 

BBBF I iT T ?TM r .WBB 

csit'na 

£TI?TCBBBB^^^^^BBHBM^HBBflHBBBl 

BT 7*Km 

BB— u : >kt: t <TiT;— i ■ 

*7/3:33 


E?SIiiE : 3 


■ESS3B 

50 00 


mam-vr,r<rmm 

B-u-ililia 


EEDESI 

50.00 

BWW3M 

BKi SHSJBBI 



KBZI 

10.00 

■^3-vM 

*BE2vr-. •X-'^^B 

ty.v.Mi.y 

Li? 1 n: wi:i .’ i »■. .J.THBBMMHMi 

IIFK-TB 

50.00 

F--V’'3 

BBBtW i 

ISkiirSi 


WKfssm 




ifik.nr.M 


*3231 

57.125.00 

ESi&iJ 

BMBL7£5l'2-BBB 

Sutiiil'Tj 


Bror.viB 

kToo 

*5ic/ylv] 


KCiMuT-Tj 



50.00 

*v?v"«3 


Egnnga 


KLUfl 

53.746.25 

BEE53 

HBF r I 1r - < .« ! • MBA 

C2SI3?SI 

i 

\ 

»««:»:■■ 

50.00 


BB|* !?!/■..'.•- l^H 

IMMiiyn 

j ^ 1 1 W L > ■! i* jU ^ B iTnFLT^BBBBB^.^^ , . , L^Sll'^rjf^ 


50.00 

*i 'f "! 

■BBTY • - -MBI 

feiiiaLCj 


mnu-m 

50.00 

FVLVXtf 

BBBfc-'L5xi2BBB 

BWi-r-ViMS 


IJ33Q2I 


r_ 33 

BB*IeIfcAi-BB* 




■mu L” iYrr.T,i^^M®5| 

i'/ai™ 


ESrffiiT'?; 


■EtXLSB 


BKKlvJ 

■Bfl- , il‘.5.-j.>'BBB 


3:<i:o;HiJIs>^j y.' i 'M^^^pa^aganeg 

gzjK-a 

HBBBB UMI-FiflBIBBI 


■H- 1 ! 



l*3ESM 

■^■■Tr^vLXvB^B 1 

*?/l5yL!3 

■■■-’/ IV, '3- Bi 


SUPEWOR WDOSTRJES INTI WC 

■PtTvJB 



■HEW'.v.-BBBI 

ssnnra 


KTIfl 



BBBEaVXvBBI 

E'/./A'/lIiit 

ALLSTATE CORP 


la>; |n|Mi i 


BBBL. 1 x<r 

iTT;v>>r-ni 


sms 



■BB’ilV.v.-HBI 



BMi 

50 00 


■KtEIBI 





B3E33I 

■bbx ;• mm 

CZUESSi 

EON LASS INC 

*Ri*A!3 


EE3 

BBH/V • : BM 

IciU.L'.'iK'i 

EON LABS WC 

B^yrra 


K233-1 

MBT. .V-v.TI BBB 

EI553XC3 

EL PASO COW 5 



■SEEB 

■■E3Z33IHI 


EL PASO CORP 

m-w/M 

1BBBBI ESE-EiBBBBB 1 

K5E2S1 

BBB*E53-BBBI 

S3E.Kv3 

EL PASO CORP 


■Bl' M'^MBB 

myj/Tzm 

BBBEHE-SMBI 

nt 


KUKiB 


:•: i 

BMBIEEIGHBB 





B3E5S1 

■BB5ZS5MB 

C3EH-3 




bkessb 

BBBEZ5323BBB 

E23HE3 


mmym 


K3EE1 

mmmiciiFLTmm 

ES'IUPSI 


BUIA2I 

MMRK >:■ 

KSESl 

iBBBI»IEC%BBBI 

■fggrgpr-i 


■FT3BI 


misi-Tzm 

BBBESlSSBBBI 

i/Kvl'H'-ljl 




gaasi 

■BE/3/339Hi 


tTTJ-'»Li j—miHHHIIIIIIWIPP ^^ b 


I 1 MM 

*H££* 

BBBQKllJBBB 

Eiasa 


■K-a.X-B 


iwgj 

MBB252Z3BBBI 

l :r <■:■■ i 


■meat 


E2ES1 

^^KTaEKllJBM 

isi-mrci 

ffl-_50«p 


BHBBBn3X2S£3BBBH 

B2S31 

WE3ESB1 

F-3HF3 

PPL CORP 

■'.•.yx-.j 

5 uTIil'jBBBBi 

BgVXvl 

BBBQEvJBBB 


WESTERN WRB-ESS CORP CL A 

■ESSE* 

■B^BETFil^HBBi' 

BSSS53I 

■■KTL/XlBBBI 

Bps^sra 


EH 


■Essa 

— "T jS— 

E335E3 

EL PASO CORP 

■HOES* 


b»wv-b 

■BEEEEBBB 

E373<T3i 

1 VlLv.''JBBHBBBHiBli^^HBBHB^^B'''’>j^^ 

mxrvm i 

BBBBBI iBI 1 * 


■■esKsaa* 

S5F3HC1 

rT'n'il.. — ^>*r 


^^■K?T^2jgBBB|i 

■ wx:-* 

Wf T T' ’ ' ''3— 

E^lPil 

MCIINC 

mw/m 


gW-V-’-B 

WBKEcxfSBBE 



E3 E5M 


* :•:•:•■ 

BHIE5ZZ2i3BHB 


NEUBERGER BERMAN RLTY MCOME FD INC 



BWIaI 

— — 

El-v-ikiKJ 


BEEM 


■Kv.vxa 

CIBBZBSS-BBBi 

ES33E3 

SteLimi aa s fefe 

BJlLOX-l'M 

■BBBBvL J <!.Y>I.:.^HHi! 

■S5S3I 

BBBESE&aBBI 



M3S8M 


BSSS3I 

— ■■ 

l<iLT_'-V7T^ 


WESES* 


Et52£l 

■MB'.' 2 ' .v. MBS 

EiT:-V/ira 

y •ryTTi-y «-,j‘ 

■27231 


EZSSB 

BBBE5Sr22B*B 

Cj?33I33 


K&l-jb 

531 "750.60 
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931 


Inception 

Date 

Ttrmiruuto«D*t» 

Cumtp 

Nisnbsr 

Security Description 

Position 

Quantity 

DMtisrds Paid 

3/4/3005 

7/8/2G06 

018589704- 

AIDED WASTE tffiOSTWES NC CVT PFD6.26% DTD {&W/2G05 

80.006 

mi55.fl0 


■■KTtVr'rTiTtHH 

HEsnsa 


ma&am 


■YV’V-i 




WBSsm 

MKSE5E— — 

■Essa 

■KE25333** 

HESSSEI 

1 J|Y 3 'il?/Tt»^ 7 )> , F,'i i;T 2 *I)F~5i*Ji * 1 A -V - 1 

■LT33M 


KE!ia 


HgFFff ra 

jir.’/’- T :ii4 3i:FTi:'i^:i .^'F,7iL;4 ^-''-,:<»ii»175'' T >333* 

mjyjm 

■MSSX1ZX3MM* 

EESua 


! 

i 


WEEsm 

■Mi 73X3iZ3*HMi 

■2S533I 

■K i»vj 5- ','•■■■ 

KETTEXa 


■EES* 

HlWIiH r ; j r |^MMI 


M*T<7, V5VJBBI 

ii'ii.-ii'w-ia 


■tfc-5* 

MMM I7.X3 3X7**M1 


■*B7<V.'V7r.«H 

kiSiVlrWtta 

111 ' J.V.7TV) J 'y.-li'-^* 

mmsm 

RMMB.-..I? *MM 

■n-aw 


S3ES5H-3 

2 »'• ^-4 ^ i »j i >1 j 

miAi-im 

MM* n I HA. 

WBfSfc 1 

■■fc '< f, V. <'<’.«■■ 

FirifTTV.rj 

■v.:n:^5.^»:.-x::>i>tJM— m^m— 

*5WI* 

$000 

■2232SI 

MM f.TVY.V^^B 


MNSQLEMEROYWC 

WB&m 

woo 


MMtTXITYr.MH 

gpffin73 

{»,»♦ i l| a:i^^«'^3;l»Wi;i>.L-l*^;1lll^ — i MM 

■H-WI-* 

*41.170.70 

*’153531 

■■■F’fTTF < V- 



■3* 

$20.831.11 

■’Z73551 

MM'7/V. >'<'.«■■ 

IZy^EGI 


■353* 

MM ’ T 3MMM 

■7W5!<7.I 

***rr> v 2 : >v.fli 

l.vYtTFVTFJ 


ZOO 

$1*4.00 

»i!sa 

i^**- ’t i-if .Hi 



■Fflv* 

MMM r ■* 5 '■MR 


■MB-W^iY.MWB 

r?5P«iT m 

PPLCORP 

*37 53*3* 

WOO 


*■* W.-3’ 31*i 

K&&fUI&il 

PPL CORF 

■n-iTu* 

woo 

*’173551 




mi/.ym 

$2,632.50 

*'i.v-.3:-i 

MMl^'S'-MM 


l-MMMMMHMMMMi 


w.oo 

—KftSfl 


i.y.W!K.y 

j;n:l.TT<M^M—i M— — 


WOO 

■swv-i 

KIF.n.HI 

|:ME!.I!3 


■H55* 

woo 

■M83H 

WJjyV-MMi 

tT7K : iir7i 


MSE2* 

i3.4W.0Q 

■3Z5*TE1 

MM.Wr'.Y-MM 



K33G521 

WOO 

M-’dr-.C'l-i 


S®iV;3K2S 

t * i a •V.V.Li 1 ^ : i • : * -: « 1 ; V' !*¥n'i i -J d 1 Y »i 1 il iVT •' ■ ’/r ■ L^p 

■5Xil5* 

$128,906.10 


MMT>7- 75V.-BMi 


,N»-.L:ii;'i3:l.:;KK'J«--2»t.t-L l . u ^i'i'ril I'l""’' ' 1 ' M 

MJ55M 

MQlT rt IMM 



CB^XM 


M1-E33* 

$7,823.30 


■^■ T fFV.>55MH 


a PASO CORF 

mw/.'M 

$6,882.00 

*52323 

mm ?:i 7”r.MM 

ESiai-ia 

aPASOCORP 

*:-ir: 5 * 

■■MB ? : t: :5<shi 

*32533 

■^MP£?V,> ’.MM 

fcr;.«fcV«f»’ ? a 


IKuHQO 


*52333 

\T !: <5 T. am 



K5JE5I 


*52333 

MMF'.-V i'.'MM 

C-TFJTT5FT3 

£?>.?►«' „x»*3 -f '.■■■■■■■■■■■■■■1 

BE3E3 

■■Ml ■ : 7 E3X3SMMI 

*5K-33 

MMV1’7T.7MM 



*35:* 


■V2-3M-1 

^^M77.7753^^B 

IvsnSKvS 




*52333 

■B'l Hr. >T. 



■115:3* 


*523331 

mmtoct’.mm 



■3533* 

W.oo 

■EEEH 

HKrVV'.V.M'.H* 

I'.VV.TTl-iy 

-.ilia# iv/.Lj 1 4 2 »!57i7 r ^f lyiil5555153* 

■EES* 

$85,037.40 

*£53331 

***r< T /T-VT>T-.**fi 


a.i 1 1 3 •iv/.L-t 1 ^ 7 ’ i.rn ^ ^ tTiV r " i 

MMEiftii 1 * 

MMI3F55MM 

*5Mi33 

■HIIm < r ^^M 



■EE3* 

■■■M ' '‘7 3F'M* 

EWI 

■P*. 1 , 53 .5flM 



■EES* 


■£73531 

^^■’*73. 


FPL CORF 

*;<:-gy* 

MMM :^3£MM 1 

*223331 

*ni:v:?.*i 



IMl 

■MKSD0EE5*— ■ 

*5-V-vM 

■M22-.-.3MM 

tZTrTTTm 


*335331 


*5:Ey31 

n^n 

ETFUTiTT-Tl 


MIZ3M 


*5:2333 

MM8 V ’/■ >7m 

l'.££"ir : ';£T3'i 


■TvB 

$7,260.00 

■773551 

MK7T7.i.i5MM 

E.'BTr'TirS 

TXUCORP 

KfiS* 

$000 

*25333 

■K.-L> i'.BMI 

rviiM-iim 

rxucoRp 

■EF33* 


*EE533 

^■*25iU.-*** 

ur-'-^i'.TTrr-'. 


KKi-3* 

*14.864.50 

*55333 

MMHQTE -3MM 

E7jIvi1E5j 


■15E51 

W.OO 

*551-33 

mm 

EZI3I?I-a 


T-3E-:* 

woo 


■■EE 5353*1 

k-it-v 

'.’II a»V.TVll^ r »: Ljl., S JJ •I'l'i iui ll.K.i »1 1 lIiV'.r T -V.’,lli 


$15,039 05 



lr>. - 'VVVir«<’il 

F.i’ f i7JC:'i5a.i«TT-ji/;’i| ->i.:i i » ij ■■■■PMMMMMMI 

Kr2Ei* 

W.OO 

*25i'j31 

MM22a3J— 


.*> ;i«~t f-' 1 ;■ .53:Y» J .’a«f. , li ! ,*:«l;ll Y ^yyTTP|PPpgB*MWaB!PKe^K 

■EE5* 

$0.00 

*55333 

■*KVrV-.>.'.-*** 



■5E5* 

$4^12.50 

*5.5333 

*■*: 5 1 ■ '2' > .-MM 

Ivi-vh^Ivi 

MBNA CORP 

■EES* 

$6,050.00 

*55313 

^M*’. ’/v.SMM 



■E3CS* 

W.OO 

*55333 

■K5t-E-:5JM 

E>3SiE2 


■23E51 

MM*I3 T J[-F3]lZlMi^ 

*5-53:3 

^^M -V V.v. 1MH 

CC2JI5Hi 

f. 1 • T 1-1 a 1 - *1 i.^.'R i’1 : w_i?' 3 

■ocai 

M*M 333E3XF*MM 

■V7/V--J 

MV. 7-’ . >.-MM 



■FES* 

■M^MI it'.^BM 

*553-13 

V-.-7 353 MM 

lfZ!,V.MI.>3 


KL%15* 


*553:3 

■**5?5-.-j3**i 

lrZ!'«!.'Jf.v, 

1 f.' 155MMMMBMMMMMMI 

MJ33* 


*551-53 

■MV ’Vv.'.-MB 

H/HTil’Ij 

X' •. . MMMMMMIMMMMM* 

MESH 

W.OO 


V^j3* 

LttiiliLLj 

1 XJU-Y . 

KS03* 

W.oo 

*55353 

■Mil ’,' '}..• . vMM 

EEQS 


KuE5* 


*551531 

— *~T — 



BSES* 


g , iT5333 

— E£p£—| 


1 'i : 1 y.'..'r r I 

*151331 


EH-7333 

■MC55353HM 

lE5i?Jy33 

f52IUZIIICiI 713^3*7353 iXZ3M*^Mii^*i ; .' V •' V- ^ >- 

■ll-Jt'M* 


■3EE23 

—*3ES£M* 

t: a 


K3IE* 


17375551 

— E3E5— 

C31IHO 

P§ A E CORPORATION. 



* 1 ir-53'.3 

M*/i'/X' MM 

;e£E3E3 

QUESTAR CORP . 

—ESM 


*> 1153:3 

MMK53j3^M 

ETTVH3 


■3E3* 


lares 3 

— 5323T3MB 

ET’ITT-3113 

GUtDANT CORP 

*XCJCE* 

■Ml^LOMK 

EH2333 

MMT52353MM 

E55533 


M3F53* 


Efficsa 

■ME!Q2I3S*M 


PPL CORP 

K33E2* 


KEZ3S1 

■mht^tm 

K3 >311 iTCl 

gfkCORP . 

*;5E3* 


FtPr3T3 

— *55353— ; 

SdSSEa 


MIES* 

MMi iiE’ISMl i 

EHEKl 

■—E55 : a / - ]**■ 

S3HI5IO 


MD05* 


Enssa 

■ME55I53— 

253151532 

fTTnalrf >•<»■•»' r. 

KiKKl 


EH5333 

■MtSSSS^M 

!E£H3£E1 

_,'jj • , !■' a,*MMMBMBMM 

KH53* 


*5X2 5 S 

■ME3D2333HM 


LEVEL SCOMMUNCA-nONS NC 

mrm 


KE&fi3MM | —| 1 13 

HViHH*i»:' ' i.,’ : y.>iy.''i -"»MiMMM^MMi 

MT'15* 


lt5X533I***55I5:^^Mt' i ii j 

lY^TFl'^rTT ‘J \ . V ' 1 ’■HHHseKam 

■OEM 


IkSEZauaI ■M07/133MM CFiriTIIEJ 

l!.=fe .*. .5U.V.1 i'«:. r -l .' .'■— 

MJU3M 



MMl5u553M* 


LEVa 3 COMAMCATIONS MC 

ME1M 


EPgg3 

MMC52353M* 

EFtfE2E3 

liaitsjfeK*^ * uamaia jlMBBMMBMMMMBI^^* 

■BE3M 


P5C53T3 

—55335— 


1 |H 1 'll 1 — — 

*3!'E3* 


*7tK.TSl 

■^K52355^MI 


’’iJiWtV-'il ■ ■■ ■■ ■ 1 ™ li* M M ■ 

*3X33* 


EKE53 

— *55-Z-3M* 


,i-Vj-j^i«.» ' - i; y\i .';J— — aama ,111 1 1 ■ nif |i in 

■303* 


S3ES23 




* 35 : 3*1 


E22S33 

— *'' MM 

tB5Kg3 


■W1K* 



|— !T5v5— 

E33MO 

ITTTI il — — ^^— 1 rr 

*57X31 



— EL523M1 

i33>>IlIT3 

PPL CORP 

K33G21 

gjfETXSlI 


MM3EE-53M* 

C53S313 


■i:iv* 


15LK -53 

—rr^ — 

E3ESE-3 

tv-’m ? 3.^-*i:(«-~-a<j:.v.vvMRti | i i j ; 1 MMM^MMMBM 

■mm 


EK5333 

■ME2I5335MM 

K'gff5ni>i 

[ZLitTayiiL-fLii; |'.'. l » l ';1f- ■ 1 j i 1 ' ' *W — >i' 1 1", 

m rKM 




70213A1QT 



W.oo 
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932 


Incaptlon 

Data 

Tamtt™dJonO»Ja 

Cualp 

Numbat 

8*curfty D**criptk>n 

Posttkai 

Quantity 

DMdands Paid 

3/14/2005 

3/14/2005 

70213A103 1 

•ARTNERS TRUST FINANCIAL GROUP INC 

163.310 

$0.00 

FSPaETCI 

3/14/2000 

EPSKESi 


44.243 

$0.00 

PirWCt’-i 


ffisttw-a 

J 1 : t i7 r a ; 1 1 1 : ; J Li i s' ' : '.</ 'M Ct' 1 : :»'. 1 J 1 

KXIDil 

$3,087.01 


■K'iT.’fji'HB 

ifivlKifl»?a 

J 3;'«i ?! = i : : HA t s . Y.''» '-HfcL'yf.U' j', 1 ;^— aWBUHBBil 

KilO* 

$30,518.87 

EE3 

H.'IILIi'i'.aH 

123EjI*a 

Ull' || 1 || 'M'iM|||l || gij ■■^■■■■■■■1 

163,310 

$11,431.70 

FIF221 


E*3Hi.nia 


MEE2M 

$68,536.82 





at SGSB 

^™*ss2 rmmmi 

Pirvrwi 


IfZ'M-Ml'HI 


H2* : 

$1,330,00 


^^KVsJaKvMI H i 

MUbUtH 

DUESTAR COftP 

17.000 

$7,650.00 


**KS321d**i 

EgagHira 


*iraw 

$0.00 

H.W1 

■H 5L321** 

wi.v^va 


E3XH3I 

$0.00 


■■■.’’itY/iY.HBaB 

WVMWM 

HIBERNIA CQRP a A .. 

Bcsassa 

■***\ r 7:'TL7r l ;,SM*| 1 

KJPrSSa 

■H. 2523*** 


yji5Pig7~TT!?ngtr i i" ■— 

■31231 

$0.00 

FitK'U 

IK.Wit’VB 


1*-"*.’ ' « . - 

■tl'J.LY* 

$0.00 


i^v; : ' T >:r< r .aaB 

re?r?nrva 


■SET* 

10.00 

EBr*.v53 


E HKiSaS 


■EEl-M 

$0.00 

ESEE&I 


ISHKESi 


■ikL’.-y.y-l 

■■ ■.[ . i, .\I.J**I 1 



ET2fti2> 


■yasa 

$0.00 ( 

I3EE53 

HIIVV/.M 

IlfcStKil'HI 


Kpzzm 

$8,547.10 1 

FiLVroM 

mmi'/: .v.v.**Ki 

ES5F3FH 

MMZkiJsnss i " n—i iii wiMBrr[wi"i'm.A'eiiiin:im 


mmmmzzsammmi 


■bky„vy,l^h 

frZT-tyn.vi 


m*zm 

$540.00 



IfZ'VVTf.Vi 

QUEST AR CORP 

6,500 

$2,925.00 

Pil/A'M 


FffinPTi 

TXUCORP 

■R23I 

$000 

HESa 

■BKVr.Vir/LVBi 

•8731M10T 

TXUCORP 

■Bean i 

$0.00 

■:■: 3 

*iKJiE5i!2**i 

•30033R10T 

EVERGRED4 SOLAR HC 

■Estca* 

$6.00 

f;iv.Tv 1 




■EXEl* 

$0.00 




HEADWATERS INC 7 7 

■fitT.V.li 


RILKE-I 

KlIlS 

ERF7;7T2 

HOMEBANC CORP 


$0.00 

FftKvI-3 

PPdfTT’TTr^BHi 

fc^rly^i 


K&za 

$0.00 

*WSv53 

■KH 

L&Ukft:.i 


te:*a* 

$0.00 



E&HEflfi 

PPL CORP 

mntusa 

$0.00 

nr?55q 


ln.Y.ASHX) 


■0E2* 

$9547.10 

Fffi?23 


Z22fl>Tj 


■EI2E3 

■■»g7Jg75j*—| 

Eaz?:-; C-l 




■TOTy* 


*5Kr23 

^^WIVYi'.^BI 



■E223 



IH.VVIi'i'.BB 



KEXyH 

$450.00 1 

fh/a.:v3 

■BYT V-> i'M 

E&Wr&i 


WK3£M 

$0.00 

ESKZftU.-] 


ffH2TCIP51 


■ l 

'’SttttdiM ; . i ; F. awaaiRi 

■smuhi 

■KEE1SM1 

thVWkMt-:.') 

PPL CORP 


$0.00 

KIKE-] 

***5221**i 

Kiii-jJuLlLj 

PPL CORP . .. 

■EDCy* 

$0.00 

FiW-vJ 


H?5»ir.a 


■bszje a 


Ea-Koa 

^^■T.V-m-^^B 



mai 

$0.00 

Firwv-i 

mmt'iiKmmm 



fcMiyjiu 

$6.00 

RTW1 

■BYW/'YBB | 



KDSH 

$0.00 

i.'tY/YjJ 

^^B-572 

kiiiiMiU 

PPL .CORP . . .. 


$0.00 

KKESa 

■■Wi’Mi 

Elyzhk 




BRK*a 

■■EOTPai r.pm 




$6.00 


HKJ/‘JaSH 

E 7Jir-^i 


\mxzm 

$0.00 

Ka&sj 

nilgai 

EfZ^HED 


IKU21 

m f.\ ?a ['Xy****i 

■5IK53 

1 

k7 : >TTM?.T 

PG AE CORPORATION 

1KAKJI 

■*M*il51T'I‘*H*i| 

EtIEll-] 

^^■7iPV72**i 

CT^IWT^ 


idFjLl 

; — i vTriT'Tr-T '7— | 

ErlEEl 

■BB/if- Y. >T-^H 

ltf.VSWWT-:-i 

P 0 l E CORPORATION 

1*0101 


iw;>Ti 


lv-:Y-Sk<I'M 

1 J ' 

IHlDESI 



■BWm'.-HI 



l*ESG2I 


EEEZouJ 

***' , i?'Y:>Y-a* 

K4H'U/.%I 

AT4T CORP-NEW 

\mnsm 

$9,030.00 

FrlTr-Tv’! 

BBK liVV. iT< ,-^^M 


AT&T CORP-NEW 

iHzai 


IHEOM 

T i T* 


AT&T CORP-NEW 

fgHEM 


■sHESH 

M*ZQZ2ia**i 

pTT^.Yv.'^i 

WESTERN WWELESS CORP CL A _ 

IKSES* 


tf’rW-.OW. 

■**'i52JM 

fc-V-YTa-ITT' 


10G3E3 


r^j 

^■K l ?/>• V,»2** 

WMiW, 


\WE33M 


»’■■ 

■■'il'V'V.-HI 



iwtsrzsm 



■r - — 

n: vMkiM-i 

PPL CORP 



KkKC'Z 

■Ef&vS 


■niioRp 

IKSCul 



wmmau'ujjwm a 

i»- yti -.'v-i 

REDWOOD TRUST INC 

IKES 

1 



I'MII-ii-Ivi 


i*Ky3* 


■sEEvil 


kvll.-uvvi 



tSTaS 

EEjasa 


EII'2ZZ3 


*KK£* 

1 ***^1?Z5'' IT li'-Y- M 

E5ESSI 

i^MSBasa** 

IS-22Ki3a 


IKES* 


ES2SS3 

***1523** 

S2SI?ZirJ 


i*V*V‘l 



■H 7527*** 

!E2Znn 

ECC CAPITAL CORPORATION 

1*3521 

1 ***** H X J7I v.l*HHi 

ESEE3 

*■*2352*** 

tvT->'’. r rf i Ti 

ECC CAPITAL CORPORATION 

IKEG21 

■■■ i{- *v r <X 

EHEvM 

— I'jJ/AY— 

iESEEDI 


IE3C3 


E&EvJ 

***QE/32**I 

:Bg?;asia 

OFFICEMAX HC 

IK3QSI 

L' T-rif-L***** 

E&5271 

**B5±523** 


OFRCB4AXWC 

i*s?oai 

^■^■1 'T''*I*H 

Eszssa 

■I^EUZIyT*** 

r^z^ir'a 


\mmrm 

****** 7T-7****** 

SHEE3 

HIIKSSSS*** 

IE-itvk'iIv3 


IKX2* 

*H^^H* StllH* 

EaKsa 

*BBCE2**B 

■eosaitiof 

PPL CORP 

\MEZSM 

IB**** >7'M*| 

ErZESa 

■**1232^^* 

■e833inoe- 

PPL CORP 

i*nx2i 

***** i'l 1 ! '*■*■■ 

I RK| 

***3E22**i 




**75j*H 


tMTBXa 

■Q5806R2W 

BAG FOODS WOEiS UNIT 1 SHARE CL A COM & 1 1 2% SR SUB 
-NOTE 

1C u 

$65^50.00 

HSf2U 

1*^*2523** 

ItillEuiiUf 


1*53231 

^H** $i *' *BM1 - 

EEEXrJ 

i*W*5552** 

IEE3E3 


1*2521 

■*H’i: : Hi*i 

FfTET-l 

!**EZS321Mi 

.ajaiiog. 

I^NUBSINC 

1*2521 

B t 'BB H* 

SEEZJ 

li^^*5523**i 

lEiLY-TOa 


IWEKZM 


ErTEu:! 

i**rg7S3*B* 

[fcai-iuKi 

p. r >7 -J J . > /.v*T ».V-' 7 1 /TY3i1 ^ j 

HE 2* 

H: ,VB 

EEE23I 

!**E-523W*[ 

ISS5IHE3 


1*2521 

*^M*25253****I. 

'i 

'***37/27*** 

iEmapg 


1*2521 


F2S23 

wmMzxzmm 

iEEgsaia 


*2521 

■^^■SSh’7f<'r<T,'i'SfJ|2 • 

i^:::i 

***5E2**i 

:t33LES3 

AT&T CORP-NEW 

KSLaJ 

MB**** 'iT'-b** 

EBE53 

**BC5 57**B 

iFSE-jffia 

WESTAR ENERGY NC 

■ki*2* 

B*|^B r f ' '*t '-BBrn 

E2E33 

■■■H523** 



*nDmi 


1ES72J 

**EZB32**I 

EaEaca 

1 Y’.'.Y.n T’VTjT* 1 1 Wt\i 1 1 ri^^BBIB'ITmiiill- Tl»f*fr-IIT— r'rip 

*2521 

1 **■* 25257*MI*I ' 

*53521 

— EKS— 

ESZE3E3 

i lVT =>*/> : ■ »T7T\ iWTTrgTTTJMMMK:.-- - 

BE FI* 

m:7I'**b 1 

*32321 

•BK3332*** 

KHKZ73 


israzai 

HBE r< X <~>l**i^B* 

gssasa 

j^v^j 

6/2/2005 

!E3E£33 


1*2521 

1*2521 

J556 

$0.00 
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933 


Inopttofi 

Data 

TarmlrutierOate 

CusJp 
Hum bar 

D«*criptlon 

Position 

Quantity 

Dt^itWnb* P.id 

3/300005 

4/8/21 306 

Ej^Bga 

ikcORP 

EI21I 

10.00 


I^HEEEEIBB 


*PL CORP 

Kiiaraw 

*0.00 


WI/'V.V.M 




*0G0 


HKi^eS3Hl 



usEsmi 

— 'ifl f ——I 


I^H FXMirJ i'i’.HB 



wcjizm i 

■■■ir'iCLraimmmil 





weshm 

HiLMHil 



MtiUKl 

H4ETTECO 

BESEai 

l^mHn5TTT2511HH I 



cranr-ia 


ussmi 

*1.602.25 

Kaiaaa 


erFir?JE3 

HUDSON WGHLANO GROUP NC 

WEHSiMl 

10.00 

bsesei 


ensnssa 


K^szm. 

$0.00 

uacssi 


E33KES 

»R-CORF 

KS3E231 

*0.66 

t’L.I’ri'lvl 

LVVi'.lH 

E”SIiilul 

’PL CORP 

■EK2B 

*0.00 

■roraa 

■■W'V* 

L»ai-?^a 


■LE3B 

■am aai immii 

i<M£fi5I3 


'001657605' 

AT&T CORP-NEW 

920 

$503.40 1 

KMFrtoa 

■B>WT.aa 

■qoiostsos 1 

AT&T CORP-NEW 

mmm 

l t ‘ A ■■■■ 1 

tfara-a 


reia 



mo ! 


'. .'/•'.'MBI 

E5i'.2ilv3 


■SG25M 


■M/vKJ 



•! <'f»'.U.'l .’ti a; 'T'L'.'ai — iMSSBBigBi 

■HS3B 

Hra'TTvlHi^l I 

nra^i 

^■1 Ni.'V.'Yi^^B 

EKOTAiy 



■mmi ii ?xiraaMMa 1 


■HLEUcVtL^H 

EEIEXEJ 


mmsm 

*2.606.09 1 





mmm 

»oo j 

■305251 

■M /ll.V'ii'.Hi 

Eg&mzi 


mmm 

*9.206.50 1 

■acKsa 

■■’mVu'.M 



KAlliH 

LIT.’ VTt 

fH».! 

■■Ii’V.-'iVB 

Krraiii-ui 


TTr-T-TM 

mm m uxj..-&rxmmm 


■KMJH 

C.?IFT T ei[>'-i 

: s i :fa :,'ti a:i : W r- 'V_i : 1 : ; & »’4 ' ^ d »1 ! 


iHMfH [ *. -itfiMMii 

Kirra:-i 


t-ramr-Ti 

PPL CORP 


*0.00 

» 






K'ilKvM 

■KiiravflH 

6iT-»'SF^ 

Mu i li l il n i 1 HT~ i ■!--■■——■ 

1M 

*0.00 

■SEES 


lmso&i 

AT&T CORP-NEW 

■raiTTB 


KD?s:-l 


IM.IKM.M4l 

AT&T CORP -NEW _ _ __ 

TTTB-M 


■5Itv551 

■KSSZiJHi 

MlWitVJ 



*0.00 

K'iirsa 


rifvTTra 


WEKZm 

*6.22500 

g'ira-M 

— -T-r— r— 

RrraiBHI 

TEMPLE. jNLANOMC 

nn 

*800.00 

WirrT'VA 

■■1 ^TTJHI 

l-itliLUsd 


mj^xm 

*900 00 

m'ii/Xii 

■■.v^rr.Mi 

KiTv. r IH3 


wEasssm 


f'M-J 




■EEC* 

■K&i'jXvimHH 

gTV-.vT-l 




■EEa 


EE'”.l 




wtMsm 

*0.00 ! 

KE5ZJ 

■■■I.. 1 ,;.*.* ■■■ 

KF3Z3E?3 

►V|y; mR?h=.' & i.l>i 4T;T7n— — — 1 

■EJESai 


prev:»T -1 

■■ Y>. !*'.■■ 

tv-vram 


wi&:v* 

■HI SiiJl 1 

Ktt.'Ivl 

TZ m’.HI 

EIESiiG 

J;T , T.T , ’L^rM(kTT^> 




Pfpi -'if- ’rTi'TrBM 

BOT'i 

■h’l 

K/^Ji 

*7.125-00 1 

KXIrtt 1 

wmiMYJzmm 

E5HHK2 


KSG3 

■H ■ r ;/.?j59mQ 

■Ksssa 

■a.wr:fln 

ETT^TTt.tj 

UNOCAL CORP 

■r-Mt'-ViM 

■■ raam 




yNOCALCORP . 



K25S3 

Wri//jT.ai 

liiiiiHS 


■■V'-E-v-a 

mmm iht^oimkhhi 

■sra-a 

wmvE&sam 



■Eixsa 

■■■■■I LLT,' %MH| 

■355531 



1 1 J 4 ^ iL F 7' f V4UHHH^HI 

m-^ju 

*0.00 ! 

■ara-si 

■aav' 1 vjv.^H 

1TO?TIF?9 


■53031 

*0.00 


Tnr— 

lilvIVAK'j 


MKJXM 

■■■iTr rr.imMH 1 

■2?5W7-1 


Kn<TT«TMj 



*0.00 

K’E-.vTl 


KiiSIK-i 

GENERAL MOTORS CORP 

'■E'Eil 

*0.00 

I'ffS.'l 

■K'rVr.Vm 



■jTmj* 

*0.00 

■ira.-l 

V •TLSHi 

IKSIKSiVi 


IKX35B 

io.oo 


■KiirraaBi 



MSESm 

*000 

■rcra&i 

■BKVFrar.w* 

■fihvuriM 


K3sai 

*0.00 


■hb-.vv.lt.^^b 



\M3&m 

■■■■. iHT‘.' : A5JH^m 

HV-iX-l 




IKEIESI 

ammm '5 T - ''raj^Him 

iw»:.i 

■KEravSHI 

Utiiiaiu 

[i« : a.’f <-i» l 'iil|| l|>i-I J i| ' i— — 

IKIX551 


■Vra-71 

■KSE^saai 

fcm-iii'I'j 


■Klv* 

*0.00 

W5ES2A 

V>'fM ■■ 

KSiKSKI 


IKSEul 

woo 

Wux'SSA 

■■.vrv'-v.*™ 

BPimiMV 

r*J13A_1;L-43 r ' 

■530551 

io.oo 

■Biiv.J 

^V'rf'r •'•'.■■i 

ii?«’Tipn 

fg.TTr.,-iv.'r, y.,y.M ▼^TiTTiW,,— — — 

I^E2E3 

*000 

KUt-alJ 

■mr-ts-ramBi 



EBI3G3 

■hhi imj ’ 

to/itei 


^rv?.»;-!. T .n23 

ira ■■■■■■■■■■■■ 

BEL-UttU 

— . iAl MMl! 

■V/.'JaLB 

Hiiaira^'LLjBHi 

IIUU&U&il 


■130551 


■Ht-lvI 

— BK-3M 

IKfliiSE-a 


15I551 


khsei 

■■EiEiZiZSHi 

IEE3E553 


H&ImB 

*0.00 

■tS&STJI 


ir^r^rFa 


■CllEv* 

*8,800.00 

■sissi 

Tfi ra— 

ng>^nt»va 



*3,562.50 

Er/r&M 

■BMEKSCjJWm 

ll'j. . . 

i g!E aH5ul 2121 jji Q i i ; 

IBE-J351 


■.rao: i 

■■CTtraSlHi 

llvM ' .lAit'liJ 

u J . , >T r gf3»— — — — 

1BSK3K 


r’lIETvT-l 

— i a— 

\K.iUV,^2 


K3E55M 


mrava 


ItiL-AiS'IS 


EEvl 


Eft Vy I 

■■EcHSiDBB 

iSESsra 


my*.tim 

*0.00 

r’ih-vxvi 

■KcTtjZSH 

ifcsn2n?J 

BKF CAP GROUP INC 

KIK531 

iooo ' 

mR-aui 

^■ESZ2553^BI 



HbL'-V-'i'l 

*0.00 

'.j 

ivzstsw 

’ '349395206' 


105.064 

*0.00 

KfiKWta 

■^■SScSSJWl 

IK^niTCl 


IK3055M 

*36.125.00 

g'iFV-:<A-l 

■■■EEZZZiaHHi 

lETT-irrarj 




CES53 


nrra:i»rr-ry 


\W25K3M 


tarra»T-l 

■■KIEE^aHH 


r - ~ in ■ 

WEEm 


g’iFv.o:-! 



r ‘ jr yr.‘X t ■ -mmm— aw—|Mi 

Jfc5Xji5l 


' ' 'i 

MV20O3 

34539520 ff 


;K23R 

*0.00 

caraa 

—mraai 



KfiZDi 

*0.00 

caraa 

BWKSEEZSl^B 

Ilk-; ■«siMi>!l 

P G A E CORPORATION 

KH55B 

*0.00 

csraa 

■■EQ3553H1 

ssmssK. 

P G & E CORPORATION 

■a*551 


Fiyravi 

! IMKESSgMi 

WKsanior 

PPL CORP 

lEUosa 


carai-i 

■■KraraaHH 

iSraHiEDI 

PPL CORP 



■3EE23 

iWEM 

ICE2G2E3 

7 Tv i ; LiT lL ] T'flIHBBMIHBM 

1KUX55S 


E'iLVIvIJ 

: . mm 

i trail Ei 


KDC551 

■■■IvOHHl 

Ezsraoi 

mmszzszmm 




■HM'F'IB 

li'll'i IMI —I EBEH 

MERCK&COINC 

m nm 

■HBOC3559H1H ' 

IliOiLl 


itrarac-ij 

MERCK ICO INC 

iniii 

^■1 L» II 1 


1QW2005 1 1*8331 W 

MERCK & CO INC 

[■E3SEI 

*62,467 60 
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Inuption 

Data 

TarmlnaUanDat* 

Cusfji 

Numb*/ 

Sacurtty Daacrtptton 

Pwlflon 

Quantity 

Divldands Paid 

CiC/53 

mmmyxTTZMmmm 

746779107' 

H/TNAW HWH WCOME SECURSTTES FUND 

18.200 

11.506.80 



•60331 C106' 

5 0 4 E CORPORATION 

91.800 

$27,540.00 

GHE533 

mam ia irViT-MBi 

[TJFSHia 


KSSX-SBi 

SHHlEDGMSHHHI 1 


aaam: 1 .:, '.u's.wmm 


■ 'tiiMB'ili'ii lit t 1 1 -i | iliiii|ii|i|fiii' 1 

BESSl! 

*72^43.75 

nnm&i 

mprTZivrtTaHi 


'iTfTS’.7g='?i<;:J7<37i7.>i^j» J <;ia’/>»tA , aiJ;»t^3;t.ll II 1 I — 1 

■EBB5HI 

*32.652.74 

Ktfc&gJ 


flSEEEl 

n ; \ a T.1J j.r< ^ a ; - ; ; -J rfi 1 ^ ; »f it ('i. < . t 4 : ; t ; t M l 1 1 

WBtsm 

*0.00 



H4iI->4-!** 

tt IT t T— ! 

mfSZL M 

IcB 


^M.'ikV.i .'.l^H 


nJ Jn/jiu2«ESK/.‘ *-'> 

1.750 

$0.00 

kfaTCi 


BITSrT7T21 


750 

*0.00 


5/4/2005 

»i 1 

COLONIAL PROPERTIES TRUST 0/V 7.62% (11.805) DTD 017V2CO5 

■BBS 

*0.00 


4/2Q/200S 

74S3S610T 

OUESTARCORP 

■Kwsai^ 

*0.00 


4/20/2005 

7*835610? 

XIESTAR CORP 

mnsm 

*0.00 

WMWM 


E2E5IEH 


■CKvM 

*6,200.00 

^23 

8/4/2005 


COLOMAL PROPERTIES TRUST DIV 7,62% {SI .905) DTD 02«8«O05 

ESS 

*0.00 


—ST* — 

efhthhs 


BTIED3 

to.00 

KWJZSi 


feifciiyisa 


BEsna 

■■■■■r TTT.TTV'.'SMBBBi 1 

CiC^gJ 

nW‘VLV'v;-ai 

ehi-riim 


■£dJLL3 

mmm ix:i t: 


mi.vv.tm 

izsjraHra 


KEESa 

$0 00 

vsp/mi 

■V V. V .T’.HBB 

wretTioe- 

PPL CORP 


$0.00 

KWZS 7 A 

■■tiiraSHH 

crasurea 

PPL CORP 

KEX 23 

$6.00 

nn? 7 c i 


BZT 553 R 5 a 

QUESTARCORP 

17.T7.TM 

*0.00 

E3E5S3 

mam wr.aa 

tzrwtfwa 

0UESTARC0RP 

■taz® 

$0.00 

Bwsnra 

mm^ekttmm 

BFS3JJEH 


■rev» 


Egaa 

■RMSMI 

%■» ' i!-si>:-'J 



mmmm:: JYWjmmm 1 

isrTr^i 

— 1 'US 

Ej23BE3 

ggignrgT* 1 ■' i- ■* ^ 


.'.TTMaiiijS 1 

■WamM 

■■KIT'.’ ViY.MH 

K£*U:KK-ii 


BE5SH 

$0.00 

■st-v-v-M 

■■r.LVT'.aHi 

tiaass 


■EliEua 

$0.00 


Ml ’ — 

retm 


— 

1256.30 


MT ' — 

eww.wh 


mmm 

$8,523.90 


0/7/2009 

222^3 

REXSURANCE GROUP CONV PFD PFD. 5.75%(52.875) RATE EFF. 

OLTE 12/18/2001 

140.000 

$000 

EEE23 

■e^si 

imitmi 

SOUTH JERSEY NOUSTRKS INC 

fc^AlEJi 

$0.66 

■array 


E513E5ES 


maKM 

*0 00 

klv:’/ :-:j 


r-Tk. 7 nsr.Ti 

ALCOA INC 

mv'i-y<n 


■rarai-i 

■^■7 '/.Vi'BB 

rftfoTTTf'Va 


mmism 

(1.840.50 

EKsf'-r-M 

mmkt . i 7 ! 7 ~wmm 

r-yTTairm 


cum 

$27,727.56 I 

ESiCtii-l 

■tTOM 

K-ZS 5 IKS 


kxxh 

■■HI HX vTvHHHI 1 

tHSJvFJ 

■MSTTTYTT^^B 

UEKJEi 


WC55SS2M 


■«*»!•! 

^■K-V VTC-MM 

rvT’-Tisp; 


■F?JT-a« 

WKKKKM^jJL'YLjWKKM 

KV'V‘.'-! 

MM7. V,/7aH 

■06*05710? 

BANK NEW YORK INC 

■T/.Tr?.M 

■■■■ li'T TvHHH 

EBifflH 

■MST.Vi'iTMMf 

C5^IEi 


KTIll 

i i I! \ I HCMHKfG 

«raray 

Hi.'.V.i'/.Hi 



ESUiJi 

>T 1 ’.MM 

■E2&K-J 

MMfi'JTJIi’rTBMB 



■EDE51 

/ '!MM 

EEEE3 


BFTlF?n51 


az'i-zji 

MMM ' i / ‘ iVi MW '' 1 


^M4-V->/.MM 



BKiliEl 


■ r r ■■>■.'. -.4 

>'?.■■■ 

lr;-CT>lK!Iirii 


KIXU 

MMl' ' . MH 

CK'V'v:-! 

MMKT V7VTMM 

HKii'ilS 


iKFJQiH 

mm ■Fati:aH_o 

IK*S3 

■HE-, j. JpftJMM 

fcjKiini'U 


lU^l 


■KraCJ 

^MK ’ .VT-Y-MM 



■Mm 

$81,114.10 

Kra££] 

■MPP7. r/.M 

tVrTTVTTTi 


lasuai 

■MMiiiF/iiMHHH 

KECESa 

MMKVra-T^MI 



■cma 

MMl ; jr; • t flMMi 

«T' 7 3 

(1*1/2003 





rivvrva 

MMirriAYMBp 



■?iiFa 

MB^Mi "i 1 1 i’MHH 

KSiisJ 

1 ^Mira^-MM 

CSL'UTI'fj 


:kutyji 

^■MHB II ' .{ig|H 

ESEyj 

■KT'iTSB 

Kf.'nMT-'-y 


■EE31 

■HBHIJr/jKHH 

■K'SX-3 

MMTYV.-a.^M 

lamsaa 


i&K'Xi-3 

MBM )/; '.-MM 

C.'-.’j’-jaJ 


ssmmrr. 


1EE3 

r 

VjVAVA 

V\-.-_*MM 

«-:-i 

UFEPCKNT HGSPSINC 



EEiK*M 

MMI-ra-.'-MM 

wa.iv 

UFEPosrr h 6 sp^ NC 

lajara! 


t'/'-.'./'v'.Ll 

^M- W -.•!• ’- HHH 





KK'Kvl-J 

■HraZL'-JHI 



■umm 


fE','£vl 

MMK'oI/IiIiMMB 


i * j ^ ^ 9 ^ i ji .* 7 

waiuYzja 

-torn 

■nsra-a 

MMLiraUHM 

tH4IiC.'3 


mztrrm 

MMLilL'I-ljMMi 1 

ESS33 

MHTraivTMMI 

ES 2 H£a 


Mumm 


cssca 

MMM'.. .7 -M "■ MMl 



JE3E3I 


KE2023 




BGDE’l 

smavBtt^ i K l'f I’ T Ifl^MM 1 





1 EEXSB 

MMl -"■> / t'.’MM 

E23 

0/7/2005 

75030130? 

! l'ii; r (7iTP J liiiaiiiiBMiiiliBSil 

128.843 

$0.00 

■252223 

*MMrara4MM 

E&LjaEQI 


ik^e 

i mm six mmmm 

KE5S3 

■MITrai'I-MMi 

«Sffi3E3 


IKJtiXfl 

, mmm r .Trr.inMB^^B 

KS5ES1 


E-gOMK-J 


i ms&zm 


KES23 

■■ETESMH 

E2Z3E3 


(■nasai 

lMM^KIi/iK£/HMH| 

EE5EEI 

■HZTEZIMMi 


WELi-S FARGO 4 CO NEW 

iH^xca 

IM^^M MT-MT-MM 

ESEE3 

HHCtESHHI 

Kji-x^na 

WASHINGTON MUTUAL INC 

■xa 

^■MHI II F- ' ('''MMl 

■rara-l 


t-:TTiMr-!a 


IHEJE3 

MMM I I$i / 71 MMM 

rr^A-Ai 

^^■ZZrajWM 

ESSHia 

WYETH 


^^MMTTT-SrTKTMfpi 

E2EEI 

^■■ZLEEMHB 



IBSZJB 21 


f.’:-;'- ''' I 

wmssEsstmk 

fr-l'.-LiT' :-?3 

1 PTaTL-* Jg»l : >i 1 L~ 3 > 1 . 1 .'?.'*! 



gwra-T-i 


?99^”r. 

1 («■»•? Li :.»y« t T jia , a»i.iLy/«t{lCn3^^^1^,*y‘.^ ;nV‘'».' i 

IBEDEES 

1 ■BHH'l'iKl-' i ^^M ! 


7/1/3009 

731028307 

CUMMINS ENGNE CVT PFD 7.00% (t3S0) RATE EFF. DATE 

12/13/2001 

[ESI 

*43,750.00 

B 

7/1/2005 

ESS' - 


22.500 

*19.887.50 

E'ziKEI 

— 1 C£LXv!J^HKi 


PPL CORP 

■3g!-a 

mhhp?mhm ! 

KBRyffa 

■MESZEK! MM 

IES3UE3 


■tsr!-%» 

I (MMM ; V ; MM 1 M - 

CES223 

■HEEEv3IM 

itv7?:^va 


»«>>» 

:k 

1 

MMMra££3MM 




1 ■M^M 2 / rr <nMI|i^M 


OAMNS ENGKE CVT PFD 7.00% (I3.S0) RATE EFF. DATE 

W3*W1 - 


(43,790.00 


■BKK23HH 

E233E3 



IMMMTTMHBH 



tLZZzywi 




IKEraia 


igaoir-Ta 

MACROMEDIA WC 

mcmm 

(o.oo 


Paua23oJ40 
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Inception 

Data 

TemlnatlonDita 

CuaJp 
Hum bar 

Security D**criptJon 

PoMdon 

Quantity 

DMdandsPatd 


7/8/2005 


N£W YOW COMMUNITIES CAPITAL TRUST V(BONUSES) 6.00% 
DTD11/W20C2 

I3SI 

to.oo 



CE5H5B1 


m®&m\ 

$0.00 


■arvi-v.Vr.HHi 

<Z3E3Ka 

XJESTAR CORP 1 

masm 

$0.00 

FVLV.'iY.l 

KKSSSBKI 

gzggffFa 


Mssm\ 

$0.00 

E2E23 
ESE32 1 


ATtT CORP-NEW 

500 

*161.25 

— 1444"— 1 'Ml ill 

AT AT CORP-NEW 

KZX23I 1 

$11,610.00 




CUIA6NS ENGNE CVT PFD 7.00% ($3.50) RATE EFF. DATE 

12/13/2C01 

50,000 

*43.750.00 


7/1(2005 


CUMMINS ENGINE CVT PFD 7.00% (1350) RATE EFF. DATE 
12/13/2001 


*17,500.00 


t/i/mos 

^'iV"'^33 

CUMWNS ENGINE CVT PFO 7.00% (33.50) RATE EFF. DATE 
12/13/2001. 

C3 

*21.875.00 

VTrl&ltt 




Bo 

*0.00 


v: yv< 


3TTERGY CORPORATION-NEW 

34.900 

$0.00 

Kf 1-533 

■KESZS3BK 

fci/.Ti.'Tli'J 


■EDdZS 

$4,550.00 




aUETTECO . 

mxtezm 

uajoggi ^7T~,.srg|^Mta | 

KKiS3 

MKii-SaKH 

•375786107 

3RXETTE CO 


KKii/LaiHK I 

KE5E3 


C?273!i?a 

HBERNIA CORP CL A 

984,400 

— ■TT'T'TTr,— 1 

E'AVKH 


ERSWIB5J 

HBERN1A CORP CL A 

■glgEEl 

$150,484.80 


7/8/2005 


NEW YORK COMMUNITIES CAPITAL TRUST VfSONUSES) 5 00% 

DTD 11 AX/2002 


$0.00 


6/W20Q5 

r-TLTKra 

PPLCORP 


*0.00 

Ki^r.y-i 

5/9/2005 

imiMPa 

PPLCORP 

■E3ESI 

$0.00 

CKMG1 

^■KPZTTETnaBBI 

k'irY.'-jr<T3 

J » IQH',7^ 1 J V » . 1 Lt i ; l ,’ FTt^i L'-,>I »;.v1iH »YTTTTy7Txfpi 

WBB2M 

$8,593.74 


— PV-!— -'1 

IT*H' ITYi'Til 

_ f n j iiv/.ci 1 ,di : . i >i i : • j.'i : : •* *i t * * ^ 3 »t . if' - v,” 1 '• j i »? / 1 rr. : v: ; '.tbb 

■BE3 i 

*64,453.05 

cgaa 




■Ejaa 

i^KiKyi&iaaBKKH 

KL/YY-.VLJ 




■1-: 



Mv.77iT^r?.aHi 

KKSI5I 


Kasai 

*108,500.00 

>r 

■■W/.-H 

rerararet 

^11 a LI L YJMHHHBBBBB1MHHI 

400 

*21600 

«vr.wr.i 


EKS3B5 

;. t iiy:it'i L H'»;:ii>;;>.<ir» ^fTTa?— 

■J.I'I 

*3,564.00 

fSSZGXJ 

T^T'y'TTl^H 

BJfFW.l 

FB3DCC0RP . . 

MZZM 

*3,992.00 

CrvK r, 3 

(^■K f< V VTTYBBB 

RifH&Btf 

««iirtco 

B'A'vSI'fTB 

■K^l I 

W. : 

HIVViV.H 



Kasai 

MBH ^I^xJjJkKkI 

ee&ei 

KKCEESKK 

Ift’IlMK-il 


iftiasa 

— tr ; >7~'Tx— —1 


TT r ~^ ■■ 

KI^i/ITxJ 


K'Z'/I 

$0.00 I 

KY-.-V-.v.-l 

■■■7XV. 

fcW.y.iK-j 


■EX S* 

■K iDQ3ED^^KI 

wj? r.y.y-i 

■■BTTflW .'.-MB 

PL'-JMMS 


E2XiZ3 


E^saa 

■■KyrprrmBB 

siRnira 




KEEvJJ 

■■r ’> k y, 1 •y.^^b 

lasnpnra 


KO 


KlSrSJ 

■hh '.ve yyinM 

cyrrmn’-i 


■rZ-X-'.'M 

■H'r.r,— 

EESEEl 

■Bi7IV>>'>'.H 


OUESTARCORP 

■EXSl 

*0.00 

E^-SiVJ 

■■n.yry.'T.HH 

SZRMTiH 

QUESTARCCTtP 

K3E® 

*000 

■rvr.vr-Tvi 

HH: yyv.aaa 

liisrmpvj 

1 <r i,—^ mmmm M 

KXS'K 

*0.00 

152553 






IKZ/22 

KKTnrawKi 

K-WvaVH.VJ 


■EDSa 

I^BKI H if 'WKK 

EZ2S2 

■BBTi*. V- • •'.MBI 

m-Tzm^y 


KSJjXII 

KKti2^EiKHI 

E£2£&2 

■MB-'.-V-i .7-BI 

!33Z315i 


mEiJZ'JM 

■K iUfxiC'KKBi 

K53E33 

^^V-W T F7>UHM 

MiE 



KKKI i iJJ'" , ’'I2BKKI 

ESES2 

h^» 


Ul» 3»l',7t.Vi4 * y ,l Li- *4 

KFX-3B 

$53.710 66 

EH/5Si 

■■!':' Yn .li 

sarara 

f.-*i a>3'.^An4 )!» k .LLt»;.|3.-4 ?»K t j<^3tT.^'/.v^»)t»ii>>i.;y«i»L^B 

Kasai 

fflBWTHf Zuf ilJLj.ffiSSSSi 

ESSiL'J 

■KKLZSdijJK 

fc'ilY-'/i'Ij 

[SH‘aii'.7.vna :i«:«.^n;:i^a-. , »i»\ , <a-Ja»i>L^»YF»T»TTr : Vrrgi 

■EBGS3I 

HHKB lll'.'.i !BH 

EHZffiE 

■■rvL^w 

Mti-ilJtfSJI 

l.lllf ativ/.VliJ 

■asai 

KKK I; ji-Hi 

f/i/Ci-Aj 

BBB2SDES3BBI 

li^yzi!.3 


■EBS3I 


tvw:.'.-:- 


LLy;!tr.>. 

CELL THERAPEUTICS WC NEW 

nH'>X | i , : , i 

*000 


WKRK-’fi'J?. TiTTiM 

prvwtr*", 


KI'fevMI 


tES&inA 


HIL-31’3 


Kasai 

— 1 r l » :vTv— 

EffiEvS 



LENNAR CORP CLASS B 

■ssai 


E2S&53J3 


hLZWlMd 


Kasai 


EHES 

xjHi 

ItMliJili 

TXU CORP 

■xa 




HrJIiiiCi 


K3CSB 


tEESSE 





1 KKKiiaiZ.'XiaKKi 

KEESi 

— 'i i-mm 

t-TFT-H'iT'Tl 

► -ZJ 

■mts a 

■IKK. -7‘i’lHBHi 

KctSisSJ 


Hl-iiLil 1 .] 

Uli a.I a :-.v4iai :it- f« :Q 4: >':» : . , »L , .na»i:;»i : , l .'i^mitP 


■HHI 11 0./KK-?'! 

rv-Kv2 

■^KJiL'.Vy .•’-■■ 

H12M 

r.TirJiiv/t.ii j M:isti:l‘^.i : . > ;»f»> , »aaaiI.l-LL' l l>inrTTi'. : V7i'.HM 

1 HfcfiSBI 


Cfc-SiLtl 


tnrc^'a 


wsai 


gyry-vTi 

[—EgS 1 1 MM 

:BK«3i?ni51l 


■t-a-'sn 

mH Y' 

gyr:y;.V-i 


i8r’»Lt>j[7Ta 


■EJEl 

■MB StTZ'' 

■sssa 

iKKZffZZSaKi 

■fcaiaiitij 

1 

I'M* 


EE-ZSEl 

IKKZHZ&SKB 

lr>4 1 ■X'.iil'.'-it 


■E El 


tKZrZvJ 

1— 1 S3— 

IfclEFniliTi 


■K-f-yy 


EEEE1 

IKBEIEtSa* 

•375786107 

QtLETTECO 



E'/IK-Tvl 

IKBKESHBK 



Kasai 

1 ■■■■ 1 i V'WKK 

E.&5SI-1 

■K3PESBK 

KiMEii-ya 

~n 'ii r 1 'i 1 1 MMM— — | |— 

K3ESB 

■HHI i - TZ'BMKI 

r?Yy:.y-| 

— ZtEZIE— 

szzzm . i 


■Ma 

1 MK ' XfLI'aKHK 


KK-ZH-ZEEBIKi 



■MlSX 

MBH| i.' LViI/iB^H 

C 

8/24/2005 


NOYMAC CAP TR 1 CONV PFD. 0.00% RATE EFF. DATE 11/112001 


*0.00 

COTTSTI 

l^MEjESQaKB 

tfzini! 3 

I 

j 

KXSX 


EEZSE1 

I^KESBi 

ISIiHO 

j 1 d-J* -J ;w 



E2£££l 

1 HHBZZES543HH 

fcQi'imia 


■isasa 

KKKUSXSaSlHBH ' 

Etii'vl-l 

1— T1 — 

ISESIEZi 

ROCKWELL AUTOMATION WC 


KHKOQOECKK 

EVrK"-1 

IMKCtESIiaBM 

t""Y3rTii 


ii-frx-xffa 

■KKFSEXSEaMBZjz] : 

EE2S23 

IBBKaErI2aBBi 

IESSJE3 



g&ijgg '.-i* 

KE23E1 

■kqeq&jki 

ESCJH3 


Kasai 

KKK 1|ii ^KIb5 

152223 

m^zzzsmm 

C-2‘'IHv3 

WYETH 

KiiaiSI 

HHHEIDtEIiaKBKi 

EE5S3 

■KCffiEiSMKI 

E5H3E3 

EXXON M06I. CORP 

m-vsKom 

■iMKH i (| iKMK 

CSEl'I-I 

■KZc^EZSZKK 

'S3E3SE3 


:K3E3i 

KK^^K- | 

EE5S3 

— ill 2— 


fFTT < >.v.< 3--> »j : ) j T ' »> Y T -z^— 

KyLV'l 


CEZy3I 




KMK/iaKHi 

EV-, * '. 2 



■E3E51 



FCAWC 

m E2 


■ U.-YV..Y3I 

Ml II ■■ 

csiEao 



i 1 

|r?2, r>:>Ti 

■KEZrZESaKl 

■r7R-W-».M 

POTLATCH CORP " " 


KHHMlLJiaHBHi | 

lKE5s*^3 

■KSrESKK 

igs-air/a 


KSE3B 


1ES2S23 

■■EfLESBBl 

B55BE3 


Kasai 

1 ■(!' 




AFLAC INC 

mmsm 

10.00 
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0TO 11A4/2002 


*0.00 


6/7/2005 

KffKHvj 

QUEST AR CORP 

M:.%A'2M 

*1.50730 


MMvwPTTTl^M 

748356102' 

QUEST AR CORP 

WE3BSM 

*8.122.50 

■nrtpvr:i 




BTFECTjl 

MHMH 'iT.'-'iSUtEUlWWl 

KI5S1 

■■HTylTyTTTT^^B 

•001957505’ 

ATAT CORP NEW . .. ^ . . 

BiHEM 

■BBM I! ' V-'KT’BMM I 

■3ES53 

mamr-yy/.mm 

BESHESS 


■23231 

hmi if : 7 ::x:bbmb1 

I-5I5S3 

VrT>.V< '-MB 



■1X131 

$0.00 

KEEE3 

S/26/2005 

•228227401’ 

CROWN CASTLE NTL CONV PFD. 6.25% 

82.720 

*0.00 

Kf/v.' l 3 

7/1/2005 


CUMMINS ENQHE CVT PfD 7.00% (J3.50) RATE EFF. DATE 
12/130001 

in 

*52300.00 


7/1/2005 

731029307 

CUMMINS ENGWE CVT PFD 7.00% (V3.50) RATE EFF. DATE 
12/130001 

60.000 
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Ek^l 

7/5/2005 
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EFKW-] 
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KgETjEi 


B23E3I 

BBBM^ l X'''‘XvBMI' ' 
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BBLLd^iZ-BM 
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BBBBIX2X23E3BMB 
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ET^aCS 


B3RE3I 


KT-VTCI 
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iHsaara-i 


BSBtEl 



7/1/20OS 

731029307 

CLM4KS ENGINE CVT PFD 7.00% (5380) RATE EFF. DATE 
12/130001 

40.000 

U5 000.00 


a/2 1/2005 


111 

SL ' 

*0.00 

(S23 

0/21/2005 

‘348385206’ 

FORD MOTOR CO CAP TRUST d CONV PFD 6.50% ($3-25) DTI) 
01/300002 
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1 7.'; Wl* i ttf ii >1 i .iiV.r'.w.M 
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7/8/2009 
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KEtiiKJ 
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EIir-L^ 


\MEKSa 
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I'.'/.LH i .'1 ’ inV/.H j ■ ||"|'1[ f ~'f| IB— 
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ESiiSI 

MMiilKjAJMI 
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REUS U RANGE GROUP CONV PFD PFD. 5.75%($2.B75) RATE EFF. 
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Ud CORP NEW 
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BBMB IXeIXl MBBM 
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*-£ J 
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I-irii £3 
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bmbb i i rTmS 

EEES3 
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1 1e - ) w.* t - 1 . Y" T ^ r/i ^ 7 
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TarminattonQata 
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Number 

Saeurtty DaacrtpOon 

PoMUon 
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DMdsnda Paid 


^ ■ 



C5E51! 




ESKS»?a 


mKX2M\ 

woo 


HH7^77' >V,ai 

ISttttlKfl 


wgjsmi 

$37,875.00 



LMAUl&a 

4AY DEPARTMENT STORES CO 

■itXLYBl 

$150,675.00 



ETfinl^l 

HAY DEPARTMENT STORK CO 

■iHiSlI 

SMI • [I t rZlC'^HHH 1 



ILL!.LiWf>Ti 


U'/i-y.v.' 1 ! 

1^00 i 



.rSfrYHvj 

!' a : ,V d ;1 -H ; • ’ M : 1 : ; A A4 / :*! *' * ■ 4 3 »I 
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I 

i 

«'-w« 

WI'HiiK'J 
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FfrF-Y‘M 

■■W^fTFTnCI^^H 
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Mixzm 
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■VWiT ! Hii 



WSSEESM 
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i 
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KFffwl 
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1 

I^BB^..V.>Y,MM 

E3E3Eii 


W3E2M 
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■MKSKl 

■■LTiTHi 


titi.l -.'■« :«►'»: ;;^»; 4 -- uUkty* ^ Vl.VaBBB— 

WEism 
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FaTP???! 


K.M.'*54hfil 


HZB 

lo.oo 


■HHFTOBbi 
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HZlZEJ 

woo 

i&uf&a 

HHK2^&u3HH 



M£££M 


FH/.'M'i 


ftshxt.t; 



$0.00 


602003 


NEW YORK COMMUWTIES CAPITAL TRUST V(BONUSES) 6.00% 

OTD 11/W/2CC2 

^221 

$0 B0 

EE3 

6/2/2003 

522SS 

NEW YORK COMMUNTHES CAPITAL TRUST V(BONUSES) 8.00% 

DTD 11AW2C02 

K3 

$0.00 

■hk-x-i 


l”T*frTKS 


MHlliB 

sobo 

FII/vIZI 

BBBl M'/wZMB 



KXjjXllH 

?0.00 

VMAMMI 
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► ' -rf a * a : r ► • :; . J *i'i ti- a •l(.i*< l.'i. 't mVNV/ i'.V.i 
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KB3S1 
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w&mm 

* ’ -i -j; : . J a l a >i ■: /a j. 1 '.:*/ n < .t 


$0.00 

EEE23 


KSaOlj 

- ’ »j i »i nTTrV >tibbb 

M'.-T-VM 

$0.00 

K5K2J 

»^-t- — 

liFY-.-v;-, 



$000 

»afS5i 


k&B&gi 

QENTB< HONEY. 

KEISl 

iwbo 

■aigga 

MWCI23BM 

EZ’toUty 


■B3E3i 

$11,424.00 

KH/vIl-J 

■K3SS3B 

t»HF>TFi 


Eca 
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Er5v53 

H4I.’,...LBBB 

KT’T’TPTT.YJ 

!TOJa«BW:!i2»*v* » i-'-v.k.v .’;: mmmmm 

KEI 
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— TTT * — 
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■DEfrM 


waw/A 
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$8,560.38 

MB&XjA 
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F/W- 1 

■■I’liViV-BI 
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KiHZil 

lo.oo 
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■ W^l 
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■OTH 

to.oo 

■MZ23 

^■BTTTa.V /.■I 



KUKfrS 

$0.00 



enzmv,-, 



$0.00 

■5ZSSI 


STHKaTESi 


EOl 
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■■ /a 17. 

liT-U’-TTKI 


MYIZM 


■-HSS3 


SZQI3E3 


:HXZ9 
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SLiliifrS 

r .YT ll ":. .T^BBBBMMHHMMM 

■■Kzuxm 

1 BMHM ZXZ'MMMi 
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ti^OZZLO 
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1 ■■■! 1 ' , — m| 
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I'Wf'M 
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IKK2M 
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KrXESI 
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m>iym 



MIM-L - t a>a- ^^B 

EZSv’IK 


IKZE3 


■ : 5 r /v.Z] 

HrV'-M 
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IM'TT-Va 
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ttz-T.Tir^; 

O' ^MvMMMMMMHMBM 

axsjua 

$0.00 

■*K*I3 


BH4-3ES 
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mvr'.y-i 

BH^BVIFT .'BBB 





EfiSiJ 
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EFTT-TIT'?; 
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■5?S33i 
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Stli'.-'-* 
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■•aZ/VA-i 

MMEttESMM 
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'EBi 


wxiryzm 
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IEElB 
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KE23E3 


\mssm 


B-l//A->X-i 

■BCfrZZZSJBB 

B2I3Ea 

1 ^-TTt*i 4'viMMMMHMMMMBMi 

ItiOffrl 


KffrM-1 

BMCZ5S3MMI 

ELSZ3E3 

(■'MBHMMMBBMMMBBBM 

tBG5323 


Easa 

MM]?" 'v' MB 
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myii-y.m 


EES3-J 

■ 1 3— 
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, i T >^^MiliMMBMMFfi'i^' (> %v' I& ''‘' 
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■>r* -©W: *. 1 f ■ ■ |i in f mm— *vjs*q 
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na 

EEai£i 

i- i - -t s ■ - .j ■->. r-^r ’y-at ^^B^BBMM**T*Tr i *~*'r'T»TT' J ‘ 

■me* 



MMKS2552MM 

EEK51EU 

■ITTiTIT ^rTlT^TZ^^JMMMMil^M 

15E-1 



■MEL*. -bV.JM 



M35SM 



MCSfK*l 

EET231G 

KB HOME; 

■EXTv* 






T^-LVB 


[3523 

maouu 


,..^1 


*0.00 

yjgjg 

3/1M0Q6 

S322 


17,400 

*0.00 

csrivra 

BB.fffa'. 1 . BIB 

csimai 

NORFOLK SOUTHERN CORP 

MDE3B 


L'lEf'Vj 

IMMEIEiZ^Mi 

pg:Hi-?a 

PH&PS OOOGE CORP 

WKKKm 


ii!iIY.v3 

Kr/^i 

■MprYvI-r-MH 




gi 

E5ESE3 

wmu&SSm 

tZ'^ub 


■T3XiJI 

■.»»»■ 

*0.00 

i^rYTiT.i 

MMZ2552MM 

MMEXY5LMM 

ESZ3E3 

f JI'-J 


Ml/^JB 

E.oo 

EEE3I 

■3Et£j3 

MHCZFYZ5MM 

KmTTTr'Tl 


M^gjU 

MIXiM 

■BgjSaBl 

EIEEEI 

—r^"' 1 ' — 



MStEM 

*0 00 - 

tStE*53 

■MCZSS3BMI 

cjSEna 

EXXON MOBIL CORP 

■F</.Ts>:>B 


E£EE3 

MMESESaMB 

IXs-XIM J 


»>:-m<:<B 


I-M-Yfv.-i 

■MtYBSxMM 

KEu2XjI 

. : .ir.'W.' . r~ i’ ^BBBI^B^^B 

KirKKB 

*0 00 

r-av-M'Tj 

— L'iSYX— 

KK230 

[S^Ua!MaMMMBI^B^Kwmi; 

■Kif'Y.B 


EJEES2I 


Euaiua 

b^=^'£i^^HMHHMMMMMBMeSK«sB3 

■TiTTrlBI 

if 

CSESj3 

^MEcSHSBMM 

Pii-iv.ils'i 

C'lEw&HMBMMMMMMMB^ffiil 



C3ES23 

MM&IKlyMM 

BMEFY>Y'-''’JMi 

t.’i :> . y.-'4 

gtT/Tsr^a 

HI ('-■BBM^^^^BHBI 

lEHBgj 

*000 

ED23v3 

ME~ IBM 

lE-JIIlO 

fc«TO>LL LYNCH I CO INC — — 

W-'-Tr.'.M: 

— -$$p — 

[?«TYY'~-f 


fcHSEIHa 

:..L‘;>;<:«bbmbbbi^^bmh 

■T^nviB; 


l-’AFV-LL-i 

aMEgIEtS3MM 

— 1 — 

Siir-l'jEa 

EE3Z3E3 

SIjLLrl •I'IC'i 

■DEM 

UtKiTiTil 

is 

K3EES3 

Eigfrrei 

ES&iMJ 

■MBfrlESaMM 

HQEriBB 

MMEZOIgI-3BM 

Bnsata; 

b£lMMr4\ 

E‘IT3?Sa 

JROVipiAN FPS-QORP 

TWtEHAN F1NL CORP 

list corp-new 

■3331: 

KXSM: 

■■nrai 

M!iSS 

EJES53 

,01553 

gKggM 

mgchzrmm 

CgfYt^Sii 

BESSZjI! 


■E3E31' 

MSHSmi 

■TTFTMi 


OTKvrl 

EJI253 

EEES51 

OESS1! 

mmssnzmm 

" —i 

— ^ — 

JgggElBg. 

E32SES 

Idiil-lSIvJi 

ES2iF3: 

1 ’ i 

■lEXSJI 

IEIE21; 

mm an 

DB3Sa! 



*0.00 

*0.00 
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Inception 

Data 

T*nw™niorkD»i* 

CuaJp 

Ntanbar 

Sacurtty Dwcilptoo 

PoaMon 

Quwtny 

Dfvktonda Paid 

K #>!»>«■ 


F^firmra 


ME3MII 

$0.00 

WWmriSM 


tfffW.lMriil 

i IT t i •* : I »V JBMBBBMBMHMHBMBMBHBHII 

■LJB | 

lo.bo 

ekm&m 


rr.'.^irca 


K32DHI 

$0.00 

r&i&xsa 

■b*a;:a:at«*bi 



H23E3I 

$000 

ragsaai 

**L35523*M 

sZLZ'IW.'i 


ESSMI 

$0.00 

E3EKJ 


anssKi 


K353il 

$0.66 

I32SG3 

KMS 

KEEam 


EE SMI 

$0,00 

ESEQ3 

Ml — 

Mki-’JK-J 


EZXSIi 

ggg** i?7-I : I‘XI;***l I 

I&EES3 

KHfli 

EUItalKH 


Ca-KaMI 

— “ 1 r ~ i i— Mil 

Esyss* 


aKSWril 



$0.00 

i sascai 


Emsuraa 


EM 

$0.00 

E53555ai 


HwKIPTa 


K&SMI 

$0.00 


■Hr?^TTiSMBB 

lOESUO 


*33311 

$b.oo 

CSS5I 


fICv3E?a 


HSDESII 

io.oi 

WP&S & I 

■KFr/'iLHi 

C!5I-!*Tir*!4l 


KE723II 

$000 





■B3GS1I 

$0.00 

1255553 

^■■r 

«ZMO103- 

3NEOKNCNEW 

E3E3M! 

$0 00 

racsa 

i^m^^jrTYjHHiii 

74*358102- 

3UESTARCORP 

mzsmi 

$0.00 

1515553 


izn-'mr.Ta 


MDG3M3 

lo.oo 

■assay 

■BI/IIA'i'.Hii 

Escazsj 


*3E3I: 

T r ■ LT:T7r.’.'’BBB*l« ■ 

FFW33SI 

■i.YiV.'V.H 

nc-ATUFa 


EE3G33 

$0.00 | 

IJ/iCIllI 

TH?, > iTH 

E®r-nr«i 


KEXZmi 

sm 

EEE3V1 

mmm ■ in 

amRifti 


■iA’x-a 1 

M^'^aMi 1 

I’h&"U 

■HF/il/- "':Hi 

iw-tfzwa 


m[i 

$0.00 

ehesi 


rU'.vL'Abt'i 


■Ti»T»?ail 

$0.00 

rwK-v.i 

uv.ai 

gTTgrnvn 


*>-3v3i 

$0.00 

Eetfasi 


lriS»!M.fa 

EL PASO CORP 

■4*'AM1 

$0.00 





Sy.vrrAyi 


E57K33 

■■■t/TA.rABBBi 

g^TTlT.73 

a PASO CORP _ . . 

*31331' 

$0.00 

rv>-»Ti’;i 


SSPKSEffSIffa 


■rr-ir.TM! 

$0.00 

ISZKvI-l 

■MKnTrrra** 

p.TnniwD 


*iiK3*: 

$0.00 


■ai7.'LT<\Hai 



**nr-r.:.» 

$0.00 

EcHrSZJ 

■■■vnr/.i'v.MHB 

BH5KWF3 


M?EgM 

$6.00 

13323131 

■■IlLVi'.HI 

h'j?Ki-lR-a 


KiX3» 

$0.00 

1255233 




*23331 

■■■■ IK T'X-. r .'M^H*| 

I5itK33 


k7!4y>JTM 


■BE3* 

$0:00 t 

liKT/vX! 




■2DQ3I 

$0,00 J 

EV.SE33 


BrniFiPTa 



MMMI ib7.-j a' 3JMM* 1 

wwxzi | 

HHJi'.'L'iV.Hii 

BBKfZfpa 


M033I 

$0-00 

EEX531 

***£5'-‘23MM 

gr<T7?gr«rii 


M3331 

$0.00 

EEE33 

**K2l22*B1 

Kr::;7!«3 


■M 

$0.00 

■•V’Yaa] 

■MUIL-5' , ' >T *MI 



■ESESEM 

$0 00 

I-V7-3SKI 

■■■/.TV.'TTBBH 

E5ELlEi 

apAsocoftp 

KSEai 

$0.00 

KrTE-33 

i. v:.v:mm 

emzxFTi 


BSXtSl 

$0.00 

EE-SXSJ 

MW/Ty/A^^H 

SvK3T«TP!J 


Bbssm 

$0.00 

EWM'M 

'■^»A VYA^BBi 

vmmm 


*53331 

$0.00 

EEEE3 

■■■*:, A.'Ti-TBHH 



T335E 

MMMIK5IvMMMH 1 



ifKiywTT-ra 


H3S31 


EEEffil 

■■l7.yVr.^H 

(e^W-W.iwil 

]^I]XiL^iL*^MMHMMMMMMMMMMMMMMi 

HEX 1*1 


EE2E53 

■M7i3,a-:-*M 

fcrtZ-WTOa 

i r«7*' : . 

■BJSGB 

$0.00 

esesei 


h^Wi-n.T.1 


MFJC31 

S0.00 

BX-Yaa.! 


iHmnriTi 

.TECTFifiL-. 'JMHMMHMH 


J0.00 

EEE5E3 

K's;« 

jfzr«vtr-w 


w&xsm 

$000 

*55X33 


k:*K!KM-j 


■33-ajI 

$0.00 

E 

mmmt .</.,■ 



MEE5B 

_ $0.00 

IEX33 


KLrUHKVi 



^*B* . , r j**B| 

EKi&51 

MBHI / .V >'•’.■■■ 



KX5M 

VSSSdlUiSm 5 I 

I BSBKL 

T9288W107- 


45.500 

$0.00 

EEEiEI 

7«rax» 



■L333I 

10.00 


■■■■7 .V.n'.Hi 



wuxzm 

$0.00 

u&xxi 

■■■§;<//. mT** 

S3S5SZ55H 


; EK3X33 

$6.00 

EKEsSJ 


mzmA 


K333I 

$0.00 

E£532-] 

■*k2K7.'3^* 

iteli ri Il'/i 

POTLATCH CORP 

MDC5* 

$0.00 

ixxrci 

■**,>• .' '.‘.-■■I 


POTLATCH CORP 

468 

$0.00 

E53233 

***/, Y 2 .'*■■ 

iltiiiililAi 


*55X331 

$0.00 

E5SS51 

■**ZZ233**i 

B53E3 

QUESTARCORP 

\MEm 

$0.00 

* i 

*H*7.?a 5JH* 

itz;-yFMi'?a 

QUESTARCORP 

i M3;:-:* 

$0.00 

ixxaM 

***ZZAa y ■■■ 

IS3HE3E3 


IMLiXiXIl 

$0.00 

I32S3J 

1H2S7j3H 

IS2EZHE3 


!*3DES1 

$0.00 

KK2&3 

***Z23a3** 

nanr5E3 


1*13331 

M*M*E5!5'*MMMi 

■335231 

***17e5j3**i 

IIME3 


IM333I 

***** 3'T JHHMHI 

■73X531 

***2tS55'-**i 

iHEEHSi 


1EIE7T1 

HM*MT33*M** 

■335223 

MH.il 

iKEnsua 


i*3E31 

■**KIK7ll73*** 


*^*75525^^* 

lk;-:44SM^ 


!U33jJ 

*■**■ ;.tX'*h**i 

Egg 

TW2005 

IBS^J 



$0.00 

■32323 

**E2233** 



IM-3'a* 

I m** T'X*** 

E52S23 

^M*72Z5ZZMM 

lEimnns 


IKL3L31 

1 *m** 33^**** 

E35523 

*H*ffl3Z-**i 

IKT'HTTTlAi 


IBQE3E33 

SO.OO 

■235233 

**■222323** 

lEsnass 


IM3E31 

***** 5I5*HHH* 

essei 

wmmttzzMm 

1E2SI30 


1*33331 

**■*■ '75^*^H*i 

crasa 

^ ** 

IEZSSESI 


IHE3M 

^■***1 ;T'X:**hhh 

vssssa 

**BZ5Y5ZM*I 

IItXa H » 


IMDG3E 

***** 575 1 ***** 

■32333 

***2X523** 

IEE3E3EJ 


l*EE3 

***** ',’V;.,'jhh**h 

E2B3H 

**M55-a2**1 

lEsmra 


IBZ3E3 

HHHME I’Ja'^^HMH 

■22223 

mmeess^^b 

IE3HKO 


1*57331 

H^*H3333*HHM' 

■235223 

MME2X322MM 

IE3H333 


IH333 

■**M* ' 7T 3H*M*I 

■bexvI 

**BE27£33Mi 

IEE23S3 


IM3G3I 


■aissa 

*H*25!232M* 

lEsmiE 


1*13353 

l^***i >I'X<|^^^^*| 

*27331 

***Z2E35**| 

IldEBEa 

i ::i3i~>: .'*y« TT’«T7.Yi>T :: i 

1*3753 

M .00 

■zdeki 

HHESSZMH 

ICJEZiSEj 

1 iff* ;T ’ ' 3.Tf » q.' :«7.nTTT?*?/.\ i V JKf ■ 1 1*8 ,'1 a'.’aBBHHBHHBM 

1 55.500. 

$0.00 

*212351 

***£553** 

lltSIEHEf 


1*37531 

$8,400.00 

KSE521 

**E22233** 

iiafimis 

IUAY DEPARTMENT STORES CO 

1 1.020.00 C 

$0.00 

WH1K > 31 

^^*Z2-X'3^^* 

lEjazna 

IMAY DEPARTMENT STORES CO 

1*3733 

l*MM**3>3*H**l 

EE3 

HKI'lCMI 

lEXSZJS 


IBEBE23 

1 ***** X73***** 

* 2 x 23 

***-Ie!33^^* 

1 758766108- 

1 REGAL ENTERTAINMENT GROUP CL A 

1*57551 

I HH** 573M*** 
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Inception 

Date 

T«fmlnMte>nD*t» 


S^urtty D«crip«on 

PoaMon 

DMdandc Paid 





ESEBM 

*0,00 

fttfSEa 

■K/i r v.i.vBi 

xiiimFa 


K3IXB1 

*0.00 

BIOTS53* 

■MEtlEiiikHMI 



^EEBI 

*0.00 





ESESB1 

*0.00 

BES53 


•281020107 

EDISON KTERKATlONAi 

mssmt 

fo.oo 


■■KyTr/.ViL-MHi 

2*1020107 

EDISON KTERNATICNAL 

w&zmi 

*0.00 

t/tf’&V- 1 


■281020107 

■WSON NTERNATWNAl '~ r 

wmam 

*0.00 


BBBZil^'XjBBi 



Ensaii 

*0.00 

tggcaa 

■BK7iLiJ3X£BBl 

28338L109' 

ELPASOCORP 

BilJiiBI 

*0.00 

BiEEQa 


P^!^E3 

1PASOCORP 

KE3Em\ 

90.00 

HESS1 



3. PASO CORP 

E3HEB 1 

*0.00 



cffiaaEa 


WSEfSMl 

*28.437.50 

inw-WA 

p^pC'iV.V.Vi’-'BHi 

ESE3E3 


«ssssm\ 

StMMK/M. XTl 1 jX'TUBBB 9 

W&S3 


pr^nraa 

HALLIBURTON CO HOLDNGS CO ; 

BiWrBii 

*0.00 

ESEE53 1 

|v.v l i .Mi 

vsmm 


■EG3I1 

*0.00 

EJESXl 

hiji I'V^zmi 

EEEffJISJ 


EE53E3I 

*0.00 


Tn — 

enrxrca 


B2DD3B! 

^oo 


■Kl^Si 

R«n-nsB 

a 

\ 

ESEjB! 

*0.00 

13EESI 


mmam 


khjsm 

*0.00 



pmHfTOSI 


K5U21: 

*0.00 

F/fFWai 

■B/JTV.'V.aH 

fXffjrir-Ti 


BCK'* 

*0.66 

EBEE23 

■H/n-Vi'i'.Hi 



B XGI'B; 

to.oo 

EESSJ 

■■VTi 



BE3E3B! 

*0.00 

FCTVr.Tl 

BBBi'Z/7X!JBBI 

usuaicio# 1 

a Q 4 E CXJRPORATION 

BSE3II 

*0.00 

FffFETTll 


ir;-L'<iMr. T 'j 


mizzm 

*0.00 

IZiKI'I'M 

■B/IIV'i'i'.Hi 

PFornETJ 



*0.00 

■MESl 


Ky-anpri 


■EXEZM; 

*0.00 

*/ifLV:,v.K 

1 — 

raanrsa 


BXftXB 

*0.00 

bseestj 


E5SME3 


mzjjzm 

io.do 

F7IEET-T1 

■■Kft i ViT-Wl 

kov.x^Kh’.y 


KMZl 

*0.00 

EiESia 

mmmr-mm 

Kiiteiuuu 


BETFJHB 

*38,212152 

RZEWHI 


BFTE!ID53 


IE3(S3 

(0 00 

Kitvr.y.i 


EiEsiaa 


BmCy.TB 

*0.00 

tacssa 

■■kli-ITi-.'/iTMlH 

pruT^rroa 

:n3:..''Ai:«'7n ■■■■■■■■■■■■■■■■■■■■■■ 

wKJsm 

*0.00 

IZHEiXl 


Fsnaa 



$0.00 

IfltEiEl 


KWJIK-a 


WEJEZM 

*0.00 

fc/il’A'VJ 


F*52B«a 

aSZ^a^FTBBBBBBBBBBBBBBBBHBBBBBI 

wczxzm 

*0.00 

■nnr^T-i 


E3S-m 

.71^.>l^:XflBBBIi^HBBHHHHBBBBBB 

BjaIX-B 

*0.00 

RSIE53 

■MB r iT/.V 1 '.■■■ 

Efffi:3l!g 


BETS* 

BBBBI D * ■XvBBBBl 

UBE????! 


E^Tir-rr-n 


M'-v+m 

*0.00 

BiCECvl 

— »7>7ry; iV.aH 

SE33I-iiai 


1KSJE3 

$0.00 

IfiCECvl 


BT-nETTa 


BE3GSB 

*0J» 



cixxjira 


■30331 

*0.00 

EKEC‘3 


tiiuiiia 

»! a J .* : < i ■ a r i *-t l*'l ' k'BHBBBBBBBBB 

■ItESl 

*0.00 

KfitlfA'.'-'i 

■E !; 5” |T -Bi 


, '.Y4>’4e r .i:ti T I i 1 1 — — — — 

KH3>j3 

*0.00 

WifV.V.'-J 


L///-II-, 

X.Vi*- " 7. r .tIL .• T-Y» »i^Mn 1 1 

TOT'Tr.-B 

mil I 

■virv-y.M 


K^SZSSS 


■vTKX:* 

*0.00 1 

BOSS® 




BEKS* 

*0.00 

WB52EI 


iw:®i 


KSCS B 

BBHB1 ; ■ 

wmvm 

■BBZ/' y3BB 



■aX31 

*0.00 

mess 


i^Tanra 

SiWiKPSiSfBi'MlL-i i J iMBBBBBBHBB 

EE1 

*0.00 

fZKE'3-3 


liiSEMi 


»/-W'B 

*o.6o 

BTCVW-J 

■BM>sV X-BBI 

likitiia 


IKiXuiB 

*0.00 


7/22/2005 

mr<%& 


KSLT&M 

*0.00 

»7irK?ia 

//• . • . W - 

ESESmS 


■33321 

*0.00 

»7if.KvTJ 

■■■■V.'.V.'n'-WBi 

tT7-y;-:iT^i 


ME SB 

91.B88.7S 

■HEeSa 


Ri-JivII'i 

bbbbvbhbhb 

BDJ32B 

*1,868,75 

■7»T-Va*T-1 


IciivWl 


KE333I 

MBBB ’’ v. ,, ‘BBBBM 

■BEEC& 

BBB73X3X3BB 

IPT?-Tni»T3 


l«23Ea 

*0.00 

l/il-VXXl 


H'XXiili 


BSfSIHl 

*0.66 

■7.T-V3-I-' 

BBBH73X3BB 

K.:-;-:'>zva 


■3E3B 

*0.00 

fc/iLVvA.l 

<!» 

tSLXnifi 



*6.6o 


■■■1 IriT/Ii iTBBB 

txMiiia 

L-yinT^'a:--- 1 /.^.^'U^jl^EiLiBMBBBBHMBBHBBHi 

BL5E3I 

*0.00 

EIFFTvS 

■■■tfriTrYFTHHi 

ITVTTTTSI'T-I 

?l»!l^Ii.T r TTE'Tp^MMMMEHE3BBBWHt5IB|LWMiW 

IBCSSB 

*000 





itBl'Kv/B 

*9.075.00 

17113533 

BBK/.ilrXCBBi 

in»w-;.mia 

. i'XLv:.'. j:; XJMBBBBBBBBBBBBBBBBBBBBi 

B-ilX-XJi 

*0.00 

■SEE'S! 


ic^TiExa 



*0.00 

EE53 

BBB-3IZ5Z-B1B 

IC533SZ3 

VIACOM KC CL B 

11 

*6.66 

■KESSa 

BBK2Z323BB 

1 CXTIT-H'I:^ 


IBrlXX-l 

*0.00 

BBEES3 

I^BES-EGaBBi 

IBm..’ Hil’Ii/ 


IBiUiiJI 

*6.oo 

S/iX-X'M 

■BEZ'EX3BBI 

IEG33E3 


IK3XS1 

*0.00 

larraa 

BBBff3:£X3BBi 

(CXXtZESI 


1B3K3I 

*0.00 

Eflaaa 

BBB6H13X3BBI 

lEHSHEi 


IBEE5B 

<1M1!«H1 

KilESISI 

BBB5&3!3Z3BB[ 

IC3MHE3 

PG 4 E CORPORATION 


! BBH[j!aH 

EIES53 

■K2/EB1 

IS2SIE3E3 

|P G 4 E CORPORATION 

IKK! 

1 BHBBBI I'XvBBBBB 

■ZIEES3 

BBBE3E33BB 

isxasia 


IBSEB 

1 BBBBBI jT'3BBBBBI 

wnsssa 

BBBESXX3BB 

JELEIHS 

| POTLATCH CORP 

| 549 

IM-35 1 

■2E323 

BMIES33BB 

isffisna 

[POTLATCH CORP 

1 17,993 

*2,898.65 1 

EEEE3 

|^^B22El5BBI 

IEEE3E1 


IBEEul 

MBBBB( j1'3BBBBBI 

EtSvlia 

BM&iT3XJBB 

ItSSHEa 

i SOUTH JERSEY INDUSTRIES INC 

IBEXE21 

BBBBBF ’Y'/BBBi 

■2ESE1 

BBKS2SS3BB 

ifssuEa 

iSOLfTH JERSEY HDUSTRIESiK • 

IBEXEai 

BBBM 

■ffEEEJ 

HBEZuZuXa^B 

IES3EEE3 


iBLIKEUI 

BBBBBFIiXi3BIBBH 

■nrrerei 

BBEiU/ XH 

IEIK25EE3 

UGI CORP NEW 

IBE3D3I 

BBBBBE^XaBMBlB 

■HESS! 

■BBEV'-’X-BBI 

ICS3E3 

UQI CORP NEW 

! BEDES* 

■mBBi I'I'BflBB 

■30333 

HHtSZSZSBB 

ICEXIEXi 

UQICQflPNEW 

IKSJCjI 

BBBBBBX3BHBBI 

Effissa 

BHEEEHta^H 

IEEXXTIX 


IBCEE31 

BBBBBI *' ivJBBBlBi 

KSESSa 

BBB/XX3X3BB 

icssni'Ai 


lltliXiXI 

■BBBBI TJBBB 

■SEEKl 

BBB233X3M 

H0E3EH 


IBEE3I 

■BBBB .'Y-'IBBBBl 

Eil'E'JrJ 

BBKZ23Z3BB 

IEX23E4 


IE3G3I 

BBBBML^vBBBBBI 

■2EE5SI 

BBBES5S3BB 

IES23E3 


IBHDC21 

BBBBBI ; i i 3BBBBB 

iZHESH 

mBTSeXGBBI 

lEsesa 


IBviXXl 

i *0.00 

■BTE53 

mm //~ 't J|T ith 

ISXJFF3E5 


IBBESa 

MBBI I jJHBBHI 

■srerai 

■BESEX3BB 

IESCHE3 


n 

■BHtEBBIH 

EiEcsa 

■BMS55SBBI 

IEBSSE5 


IBEKO 

■BBilX'BBBi 

ft/axxa 


ISS3I3E3 


imxsm 

■BBB I Il'BBHBBI 

<aTE»:a 

BBBZ 3ESBBI 

1 838318108 

(SOUTH JERSEY INDUSTRIES INC 

IK1K1 

BBBBI i'lXBMBBB : 
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(nctjrtton 

CM* 

TarminattorData 

Cu*fp 
Hum bar 

S*eortty D**cription 

Position 

Quanstr 

DWkMod* Paid 

■fiasa 




K3E3I 



■W5512SB 1 

E3?£3IE3 

UGICORPNEW 

■132* 




BT3SIE3 


■HE3* 



■■*25. 5-. ■! ' .-■■ 

ESSS3E5 

ALLTEL COfW> DELAWARE ' 

■2Ti2H 



■■753,' >.H 

Utekk'IKI 

BRAZB.FDNC 

KHK2* 



■*fti/i5'.Vr***i 

IrHF-WdMIj 


K32* 


*255251 

T T ^1 

Iri-kVxItl'Yi 

a PASOCORP 

mmsm 


*££££! 

■■F35223BP 

ESSBfiJ 

a PASO CORP 



ESS23 


CTVt’Tfm 

a PASO CORP 


!■■■ 1 L 1 Ii — 1 

BE5.'2j 

^■*2/425 •/•■■ 

kf252*iKi 




*£v3vM 

■BK532i— 

fcssiaia 


KT0G3I 


17/I'Wj 

^■Ha-V -.>.•-■■ 

■57777S10T 

MAY DEPARTMENT STORUR ftn 




■■■2a ■ 5 

k-?/7#7T!.Y5 


■2T21 


WlrAr,‘/A 

T '2— 

miQ-Yri 


■SEE* 


*a5i:5>.*3 

■HE5523H1 

iwmu 


■-Y12M 


iZfissa 

— i5LE2— 

esshes 

P a A E CORPORATION 

M3XEM 


KKKB! 

■H2F2I— 


_P Q * E CORPORATION 

*HX2* 



■M3V,':>3Mh 

IWCHK-a 


■E22E3 


*Zr2£SJ 


E522OT5 


■E3E3I 


*Z&r»u3 


psmnn 


■ETEa* 


Kzassa 

^■*75523IB 

ci sssra 

STRAYER EDUCATION INC 

wr-Tvy-a 



■*2;i2‘Afli 

P72J3P51I 

ALLTEL CORP DELAWARE 

■EES* 



ME?Ga2*B 



■EDEE* 



■■•5IS2®Bi 

IrsIWifrUI 


■nMT'Tp 



BHoEY-BB 



■20C2B 


SHIQZ4 

■KHB 



ME36Zm 


KcH6.*Z-3 

WtkhYu -.'j.-Wm 

tjii/iira 


■CIS* 


KdECa 



r ',Y| , di7i.*i v 

■7TTT7T 


BHESa 

wmmhihvz-mm 


4ii i 

■MEv* 


l/r.ffi-.i.'I-I 

■BZtAfcx- 31 

UiMH-M 

’ a'.'i:»^. l l..'Td: ' ll ’V71 1 i— — mm iiii— 

■iK'I'B 


*Z5fl5'2] 




■ifeS 


*7/I5.vJ 

■B5i5Z£*B 

E3iIMEj 

P GAE CORPORATION 



Ef.ikiU’J3 

■B7A2r23Bi 

EKrLUKi 


■BEzai 


*5453X4 



STRAYER EDUCATION INC 




BBBuZalOBI 



■FFTT'M 



■*SiS3B 

PESTEIFSS 

Q » * i a ■-TT: ) j ■! a t.v.7.1 : ■ 

■il)C'2M 



BNU5523BI 





Ki'-¥.'/A 

BB T5?y .*.••'■■ 

tE~<T!-TI"2 

a* dit • £?*"• a vi . i«!ri7 T l 11 1 . — — — — gaaEBiawBe 

■77^211 


WfTr'A'r.y'A 

bpvv.a-mm 

I'V.'.Mtlii.fi 


■3527* 


WektetSA 

■BZ5523BI 

b4V.Ult<.T2 

KOREA FUND INC 

m:-',v.Yu 


IfctEIC-J 

■*ii'‘.’,'2H 

Ek^H-a 

”yI« , a ^.i : 1 1 a : i 

d32'» 



■■■//-.'.TA ’-'-'■■■ 


N_V**:a 

■3DE* 


KZv&2J 

■■25 V'2*B 

l'. T -'i'4Z«>Y.g 


■3JE* 


IM.'Ji J 

BB&I523BI 

E3E£Ha 


*^a 




t::oKia 


KT-K-j* 



■b ws.z-mm 

E-2F!HP:.3 

J I T 




■■2532' ,-■■ 



KE1 


*55521 


Esaiaacj 


»'X v 3i 


K2SK2I 

■K/5l',H 

Disnia 




KCr5553 

■■75. .'a.mTBB 



■iXSM 



■BLaz xv.BH 

issanK-i 


■TinCYiM 


*Z55y.3 

■B/A . ■■ 

cr-,T(-nr-T3 

0RA2LFOINC 

■51*131 



■■■25 5x3BI 

KT-'jiTlT'TS 

BRA2LFDINC 

■•TfKT-'.W 



■B 53xv*Mi 

FCT7:STW3 


m'AYM 



^■■255--.'24BB 


KOREA FUND INC 

E3CS3i 


■ffSESH 

■■*//- 7a'.\-BB 

k-W*!H'YI 


l.”EI 


tociiyxl 

■B3523HB 

KK-^Uiia 


^F2?-20* 



■«U*i2E*« 

unz&SFfi 

a ’ T.'l V-iiv..V'^U||pi^l|pi%mHH**IIMl 

■>5IK 

' WS.B3 

•25323 


liLLSil'd 

<4 : 1 *■ : : : • a ■ ■ ■ 1 ' i ; ■ ' U i 1 ■■■*■■■■■■1 

■R2JI 


Wh-Jr.x'SA 




■ITivJi 

***■■ HJ5H/—H1 ! 

*51523 

■B2l5\'_'-'*BI 

cia?na 


«C3I'j* 

■■x'TiniMMi 

*5:li7iLL*J 

■■Hi!,''. '.'.-■■ 



■h»g:o« 


*25523 



~ r \T* ' TSiT 1 Ti i ii 1 , !■'■— ■ " ' , r 

■23E2* 


lY/.V-.-.-.-l 

mmvzywm 

k-Miuli-Vy 

1 LYJ »: 4 .1 :» » ' i a J i i-i 

■EEv* 



biv ' mm 

Ez-azva 


■HJG* 


*25523 



SCANA CORP NEW 



r 5Qj.j 

BME2E23BM 

casual 

STRAYER EDUCATION WC “ 

mwm 


*/r5v:i 

mmssmmm 

E2HHE3 


■EES* 


82522231 

BB5523BH 

BEjZ^IEa 




Clrffr23 

—5525— 

S2253I21 


■frT' M 


*252521 

^■M ’■ . ■■ 

drnZHai 




1252521 

T77'M:— 

■•Tw'.If'YI 

f!7.rj > t a u , ii 'rrip l - 1 ■ ■■■■■— i H 1 i_i. 



f/Vt/V”-: i 

■■BC2523B* 

CSZZS3 


■•sr-Y-w 


B525SI 

—s'.-::-— 

CBI[*iE3 

qg335^«S5iZZMBWBWWWMMBri^^^ 

■pm 


*252/1*21 

— ’.-’/''-/.'•■■i 

IZ2IRI3 

i iX‘I T4 m: ;i >: i :«T— — — — 

d0G* 



—553— 

Essnsa 


mitri-m 


*55521 

■■LS23BHI 

tjzsnEa 


■B23B 


1252523 

— 5ZES2— 

czsiHa 

TEMPLE NLANO MC 

■FTT-aT 


Ktf^ifwa 

BB5321BB 

EQEffia 


■2.32* 


*25523 

■■E5523B1 

ES23Ea 

ELECTRONICS BOUTIQUE HLDGS 

■E2X23 


*25523 

— sas— 

E2SH3 


K3C2* 


*25 523 

3BK5S53BB 

*->»/2'4T'Yi 

■ .1^ ; i - ^'.'lfe^^■■i■■MI■H■MWB 

■L'72* 


*75523 

BB*Ci525BM 

Erwiinia 

7\V£: ; «Vai' 4i< if*',- 

■15X2* 


*25523 

■■L55Zv3B* 

CSH5L3 


■QE3* 


*25523 

BBS52SBB 

CSH5E3 


mLZjy.m 


*22523 

BB55£3*^B 

CSHIE3 


KIKE* 


B2SZ553 

MBgtSISBB 

CSiiiEJ 

pa corp 

K32* 


125523 

■■■SEK^Bl 


SOUTH JERSEY INDUSTRIES INC 

■TT2M 


*25523 

— 5E2— 



masm 


*25523 

— •.-'/ •:•: — 


U« CORP NEW 

■2TiY* 


*75-Vi‘‘.'3 

■K5ZS3IW 

Ov:nt-3 


■53(2* 


1Z5523 

B*EZEj2BB 

K3S-IIO 




*2f<52»3 

■BEZ523BB 

ESSO 


■rar?* 


*25553 

*25323 

■Kgj*E 

lESHiO 

FiY.vr^rtTi 

ADESAINC 

■Eggs* 

SO .00 

125S23 

BK2EK3B* 



**E9Gi^* 

■2TT31 



0/4/2005 

■577770103' 

MAY DEPARTMENT STORES CO 


J0.00 


Papa34t*40 
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IneapSon 

Data 

T«rmirm)ori>*t* 

Cu*!p 

Nianbar 

Security Description 

PoaUton 

Quantity 

DMdenda P«Jd 

I3ES32 


KR-525IMi 


■E33* 



MMZ&7zmm 

ir51F.TH.T-ii 


KE^SS 



■Li 1532BM 

P33IHK! 

ADESAWC 

■msa 

■!■■ ilXiaE'IIBIII* 


■a*K5 saa 


VIACOM «C 0.0 

K3XHJI 


ES1S23 


SE3EB2S 


WEESM 


HE533 


P5nsnn.il 

COUP ASS MINERALS INTI INC 

KMSM 



■M52n3** 

£*S4 

COSIWC 

■FI23B 


EHiaa 


E5nT-:.H.w 

GUtOANTCORP 

EM3S 


121533 


k.V.;vV«iti?S 

ADESAWC _ 

KEXSm 


EiEZSg 

*■*5*5. >'.<:-Si 

K'M-Sii-MKS 


Kga 



■■53'a<.<l|^B 

BSSUU'H 


K5JC3JI 


UiE7/3J 




■3331 


Eazaa 

■■T575 '.>!••■■ 

E3I3113 

GUSOANT CORP 

■3GSM 



■MC3223** 

ETiTTiKi 

OAOANTtXJRP . 

■Z1X3B 


I2ES23 

■K25.<3flM| 

EE33I*Fi 





— 1 

fcSSiWKi 




EH7232 

■■I253JMI 


’PI. 

■Bea i 



■■E2E3** 

it£\^‘-VO'4 

.Tr^Trrr' — —— ifiiii 

■TT-TCH 

$3,487.50 

■21533 

— — 

BE3*r-ira 




E253S 

■BVTaV.VIM 

IWWJMI 


■a 


OLE53 


KSEiHSa 





11111515/A-JBi 

P3T3lit.Il 


Kil 



1 ~ ■■ 

CIS-IU1.3 

PPLCORP 

■53331 



■■5S23MM 


PPLCORP 

■ansa 


121523-1 

■■'VZV.u'-MM 

E53iirv'j 


*3*2* 


■215-33 

wmciiEszam 

rcrw.ii>>; 


13*1 


I3E3S] 

■■5ife3— 

BZT5H.»H 

QUEST AR CCRP 

■HE3H 

■nxmsaB 

121533 


EEffi?. 131 


■T3K3* 


l.'il’/v. 1 J 

—eet mm 

t'A'vMit.T-l 





■B*5:.5V3-*Bi 

iEjF.'Hili 

BRAZIL TO INC ”1 

■3G2M 


I2S33 

**K!252'.-**I 


cost INC 

■E3S3M 


OES23 




*T-VI-3* 


15I'ly33 

mmtmsmm 

£>113113 

VI . ; 'Trilv^ •■■■■■■■■■■■■'^ 7 : 

*3*3* 



■BE23S—I 

rc<£H>ITC-l 

PROLOGiS SH BEN INT 

WklJutM 


I2I5-.V3 

■MXVrvr-TSM* 

13MJUKJ 

PPLCORP 

■3X13* 




ras-iura 

PPLCORP 

■EDF33I 


12I: T f5'3 


C35nit.M 

PPLCORP 

■SE3* 




E33HI3 

PPLCORP 

■3*3* 


IT L3' 3-1 


k'-K.Mir.y, 


■EBEsaa 




k.'-i i 


■3T3.1I 



*■*5-5. <3^Bi 

ui.:-T7Mr.r» 

BRA2XFDINC 

■E3E3I 



■i5'A':>i-Mi 

Esm'un 


TT'a 



■Vni« 

F?IF.2T.7S 




15'5-.v3 

■BC25-.3S* i 

tW'.v.Htrd 


*!•:*:■•■* 


152233 

■»5'J(2V-*M 

M-*.* LtM, 


■ZEEai 


1222.3 

■Er55MI 

rrwfltarn 

PPLCORP 

■TFT3.* 



— mm i 



*r-3Fv-H 



i^^*527 3**i 

rcsiKra 

1 — — Hm 



152233 

IM*5 , 5' , . , .-1MB 


PPLCORP 

*iiC3* 


■52233 


r:TO»n^ 

PPLCORP 

■333* 

'• saw iFXTX 7 <T<' r .*^^H 

EraSy/d 

***!25-. ■.■.'■■ 

EZSZilE 


*3*3* 




EvZliihw 


*11*3* 


152231 

■■5. 5 _v.**l 

^>1X237-71 

S*§tKS _ 

MR* 7 !* 



■l/V'^IBi 

BK'ttaiS 


KX3* 



a**Ji52’i**M 

H5EBE5 


■F1FT.M 



*■* .• •- ■• '■■ *■ 

k-r-«Lii<i,;.i 

PPL CORP 

*3X3* 



***/,...- •. -HI 

k./T-iTil'.-i 


■3X3* 



■Mil/: 

E35j7I3i 

UiiiiOlk^u iaa 

■T-33* 



■MK53rv3HBI 

E3f?«I3I 


■CTT-'TI 



■**5j'a'.'>MHI 

bii:;3i3i 


KK39ES3 


I5-3231 

■■5223 i^M 

Bi-uiica 

GU-ETTECO 

tfciXlil 


*.5'3f3£l 

■Hl-5T>5T3iHH 



■G3E01 


ES5S3 

— 552v**i 

kifcU.-IK ; i 

r '" u ill !■ !'■■■■■■■■■■■■■■■■■■ 

K3X3X1 


153231 

■■ //v'jJHi 

t&tbAV/i 

r - 11)1, Tv* 



I5-V5M 

***51123— 



*33?T* 




E35S1E3 

PPLCORP 

■T^TXt-T* 


■522-J 

■—■7753— 

Emuca 


■3133* 


■53231 


C55Gina 

GULETTECO 

1X3X31 


17253i3 

■Bn 



■1X731 




jgn-3ilv3 


*573v* 

■MM* T "I i 1 i— 1 

15; v;>mi 

^K5S33m 

S33HE3 


■0*3* 


153331 

IB*E2E33MMi 


PPLCORP 



153/5:1 

— E223— 


QUESTABCORP ’ 



Evv-:3i 

■ME533MM 



■X3*i 


1E533 

■TSrvI—l 

E3E3E3 

i ,7*1 r 



15v:r3&» 

■■E55ES3BM 


■f 111 

■:-»zm 


E2E22I 

MMK5533MM1 

K7iL’II'7'J 




1532T3 

■BK5535*** 


GUOANT CORP 

■0X3* 

*MBB*5t*3303**M* 1 

I52SS3 

**K!Z!23SHB 

ESEEffiTJ 


■BGS3* 

,f' .hh 

ESE53 

■■55 —mm 

EnEsna 


*•31 fd* 


152231 

*M*5223**M 

^Tnr.::ir.Tu 

la3»;3:/.SfaiTrd^.1:«i.’~?7i i si»5' 

WDjjj-ia 


153231 

BHB3222SHM 

IrTrr.T.irrn 


■57X4t* 


1525231 

—5573— 


EXi'iii' 1' ' — ^— — — — 

■DBE* 


■53231 

■MTV 7. MMI 

E2B23E3I 



■*a*CSXIi21i3HiHH 

: *515:31 

— C5Z23M* 


PPLCORP 

■0*3* 

xWJ.aui' TJ7 r : 

I53231^M'|’" i ' —1 II 1 


mmsm 

■MMMSXS53**** 


WiT'.rm 

^■■*KSK£I^Saa*l 


■■E223SH* 

IcffliCil'iU 




C3E31 

■EE3— 

IcifciiviliJ 




15-i5.~m'-1 


IcSiiliMi 

T 1 1 ^•■■■■■■■■■■■■1 

EKa 


EEKEI 

— ’ 1 1 . ... — 

BBBIE3 

CAMDEN PROPERTY TRUST SB) 

■HTTiM 

■■H*2X£3i*M** ] 

grif/v3« 

■K2H233BH 

Ennusa 


■FTTmM 



—5535— 

EH3E533 


WBBSM 


■t-jiiAOU 

MBKEZ5vTCHMi 


P G A E CORPORATION 

WE3S3m 

IftnilTfitTB :? " 1 TlTmtimi 

«Burwa 

■■KEC23*MB 


P G A E CORPORATION 

■15X31* 


KMSSM 

■W-3555M* 

E53BE3 


■EK3B 


mssssm 

— — 

ESE3EE1 


■SXil* 

sooo 
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m»pfion 

DiM 

TarminMlonOit* 

Cualp 

Nwnbar 

Security D**cr^rtie<i 

PoMton 

Ouvtftty 

OMdruli Paid 

1V2/20Q5 

■KESM 



KH2H 

S0.00 


■E23B 



■E9&2I 


Kaisa 


Kzrsina 


■3K53I 

■BHHI'rL7*-~EaHHHi 







■ESa 

HBR?£75>2i^H 


ALTR1A CROUP INC 

KZOH 


cssa 

Hl&Ji 

r^v3Ri 

AITR1A GROUP WC 

mu 


UZY.vA 

HBH {<. W- ' 

l-'WvWffi 

ALTRiA GROUP INC 

E3521 


Et&au 



GILLETTE CO 

iB^ai 


«as:-i 


UitUiWA 

GliETTE CO 

»2eai 


K5EE3 

Htirf-A'I-H 

K!£U&& 


KE2H 


EB2S3 

BHEJEK3BI 

i.T55:-sn*! 


IKI^I 

H^BK 2l'2'£‘JHHMI 

K'-L-VIll-] 


fc-Fii: 5f*v; 


EBSQI 



■Bmiaii'.' .•■hi 

lfFUvii-.'J 

GBXETTECO 

HCTsai 



mm miH 

gglK-K-ri 


HKF231 




E3B2U& 

MARSH & uaENNAN COS 94C 


IHHH ’.m y, r , : , m ^ m \ 







CHSkSS 

hhp.®;.™ 

Ei^aK-i 


IKZJuSM 


WZP/2Z-. 



WESTCOftPWCCA 

IHB3K3I 


WSXSSZ-. 

—i . 

BSMi 


.Ksa 


tar's 


737828107" 

POTLATCH CORP 



la-'r-vu 

HHHVI7SHH 

■20451N101 

COMPASS MINERALS INTL INC 



■as: 

■BIF&FaV-BH 

SviTMCIMI 


■TRTLT'Tl 






IKK2I 


«3IS 

■Br.iiFv.-BH 

nrriKiiw 


IKEQQa 



■BHCoLSiV.'HHi 


EL PASO CORP 

wEzzsm 



— T’ 1 1 Y.L— 

SSSH32:i 

EL PASO CORP 

Msxsm 


cars-] 

— — 

ESSIE 

EL PASO CORP 

IK3E3I 

io.oc 

ESEESS 

HHKj552l-HHI 

tK'M 

POTLATCH CORP 

i5oe3 







fm 

15553 

■nas-SS 

EU2SE3 


CCvl 

iBE3l 


1..7 iL/ULV. 



EL PASO CORP 

IHmiFFM 









U^H 

EEUji 

f^H^ira.'JHHHBHIi^^^HHHHHMH@l 

HEEO| 




BSIEKT Mi 

E5i»®GE?i3ii^ — 







IHSESH 


■'Y4F/-VV 

BBFFl4«B 


i •TTLTT'- • ■ ! * ,!T * 

'■Eca 


Wle. W-J.'r. 


ISSSEK 

t : ’.i .Tk>' .• 

he:xT'j» 



BBk2r22HB 

BSiZIKJ 


■23KJ 

to.oo 

WSE&SfA 

BHHEHE23BI 

fc^3Ei 

iZ'ijjitt*j.>mmmmmtmmm 

■Ecm 





i 1 

■gi 

*1.041.75 

Essa 

wmmiKv-wm 

BEZlEa 


■3K23 

HIH 


1 ::.:5 

—a Gz&mm 

fctiSUii 

POTLATCH CORP 

Ba 

HHBHHE2PcaHBHl| 

■3SES1 

^bifkssBi 

KTTUSm 

[ir?^2yTTT.-TTy»|F.Vr4.-| ;l JT t ‘ 

K3S31 

MBESai 

■HjamsiFHa 

M ^ 1 f 


F27-TOMI 


■nrfrvni 



Wmk....t,ir J.' ,-HB 

ussca 


■H"-« 


ESS] 


ES21E-1 

EL PASO CORP 

EL PASO CORP 

WEimza 

gjiiKsa 

*0.00 

*0.00 

■FjZSSJ 

M ?‘ii . \ 

BBEZESBB 

■BgEEXHHj 

^TTvrrrri 

6I5S3KJ 

^I-i-FLJHHHHHHHBi . -- - . 

.■It*.. jmm^m^^^M 

■Ex-ra 

Kira 

io .00 

*0.00 

M 

Tf2:.1 

CTTK-nTy-) 


■E3K.Z3I 

Hfcasit 

*0.00 
*0 00 


■BEYE-2BB 

K525E3 

1 1 ? S > . 

mP35U 

HCEDH 

— M — 


BBE3S3B1 

SEHHEa 


■LU'Ai-ji 

aisira 


It../ , » , ,'fi. l ,Vl 

I:52K3 


E3ISE3 

- .: jhhhbhhhh^^^bhhbhbbh^ps^ 

■EST2H 




HBEM 



■K!2t3H 



ggE3i 




S2-5i-J3Hit3 

■ T '■HHHHHMi 



■. i 

HEHlHI 

■HKE2S3HH 

ostroa 


IfcLifcJ 

■aatLii'iS'iiaial 

■ !f , .2iv«. , 3 

HHKE2S3HH 

IuFIIIFjI 

[rr^Fai^'HHWHHHMWHHi 1 

■Ea^^ai 

cagi 

*0.00 

casj 

BHEHF23HB 

BESSIE3 


n^i2H 

*1.87500 

K52E2J 

■HESK 

CTTT-T-rr<F4 

v i : v.ii i 1 HH| i , *' 


HUB Ft^bbB I 

02531 

BBE2523HBI 

KEE'HEI 

&EAR CHAWE COMMUNICATIONS _ 



■22523 

MHEZESlCHHI 

fisiu-\Wi 

if.M->: , 2 .: I* - . i-v T.HBHaaHi 



8 i 

BB^aE5alJHB 

EZEHEI 


■rorr^l 

anm. i 

[225L24I 

t-y;,y.v:i 

■HE^SHHB 

ES25L-3 

EB3Ea 

4'>VJHMHnM 
i mhhi^h 

HCSSH 


I-yxiva-i 

k:h] 

suss 

jpiFHFJ 

tkPASOCORP 

WLXiiM 

msombI 

I[ 

IV.y:.v.l 

— PSES3— 

■HHMF' V 'BH 

E2E3E3 



*0.00 


tt r — 

rerenroa 

~;j M.'i ,>HM^aag?«Fg^teF^ 

BKE3H 

*11.878 00 

£22523 

rm 

ly.’K.vj 

HHEHE23HH 

■BHE23HB 

E;?fciiii4a 

li-LLj-yfliiya 

Ej£SSE£E3 


■ga 

H12MUI 

S5rT!i i ifBS| 

I i 

cesca 


EHHBa 

EH3BO 

PROCTER* GAMBLE CO 

PPL CORP ' — 

aii 1. 

HlH 

HLLKl'M 

*0.00 

*0,00 

i.ttfcvi-i 

i-resi. 

■EK2^S 

F-2-^irra 
Hft-’-TT-TlM 3 

’PL CORP 

HiATAJi 

*0.00 

i 

^^^523HH 

fiEE3E3 

~if~~ ir--^r-‘-VT JBi i i i 

■eixeh 


¥1: '.'.1 
025231 

BIHESSSMBl 

BBEE22BH 

E3Z2H3I 

iZFSIRi 


M3G2M i 
■CtXJB! 

to.oo 

025231 

ESE53I 

EEE231 

025231 

OZSSli 

025531 

BHB3E7S3HBI 

HE’il'Hii 

H 1 — 

«k5 

EC5E3E?ai 

E3nJH3! 

t'atTTTTai 

E^A-TtFai 

yyi? : — 1 : 

3ISI5S2r5aHHHHH*CZ?T3^ ! 

HEG2a: 

HDH3H! 

KS3C2il 

■OEM 

DEEESli 

kzxemi 

||S|||||bS5 

srisa 
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949 


Inception 

Date 

T«rmln»iSonD*t* 

CtMlp 

Number 

Security Description 

Poottlon 

Qu»nMy 

DWd «nd*p^d 


30X06 

WKMioe- 


K5E23I 

*805,784.30 

■I'VVWLi 

■■CrT;C-,V. '>'.«■■ 

W351T106' 

>PLCORP 

■KJLXilf 

*0.00 


^KTlT.'HUVrc^M 

BaHiTioe 1 

►PLCORP 

B5ES1I 

*0.00 



■868708108* 

TVOtNC 

BMiXili 

*0.00 

u-vwoa 

■VVU.YH 

'868706108' 

rivowc 

msMmi 

*000 

■ItWffSl 




emit 

*0.00 



001857505' 

kTST CORP-NEW 

■atsai 

10.00 

iptkwi 


•001857505' 

AT&T CORP-NEW 

asa-ssBi 


KHSrS&l 

hhmicl-.'iv.hh 

in ; >i7TAf.:j 


KG» 1 

*d.od 


MAY.r'-. 

UEHsiEH*] 

>ROCTER 6 GAMBLE CO 

M3SSMI 

*0.00 



KFiiripn 


B533MI 

SOOO 

im 

■■niGJ!* 

tmeses 


KI^ElII 

*0.00 



mtmm 

► . :i3.'f f.4i=a:L-t.TaiMMii:iiaaidlii >1 

w&zsm 

*0.00 


BBEffitY'-BBi 

k*VLilil«51 

PPLCORP 


*0.00 

BR'.V.T&I 

■■ir.'iKVH 

rescann 

PPLCORP 


*0.00 

■r.v-vr.'.M 


wmzwzi 

DUESTARCORP 

200 

*0.00 


■BWM 

EE323BH 

QUEST AR CORP 

KJ1 

*0.00 

lEF?33a 




msEzm 

*000 



* 

t 

RS T3?I l-ttJ^:m43l^»iIlii»i«aal ? *1 

wtifzzm 

*11.000.00 

MFTIrZTa 

mamw, rrxmm 

E»IMU<U 


■i.'jl'B 

*0.00 

KFilFttl 

mki.w.y.m 1 

ramaa 



*000 

ses^s i 


Fr-T^fitK:! 

PH. CORP 


MOO 


■■wrivr.vTiL^H 

'S8351T10T 

PPL CORP 

Br^iPxa 

*0.66 

IP5JKJ3P 


7427181017 

PROCTER & GAMBLE CO 

BL*1LW.» 

*0 00 

BSHESB 

■■■I'ii/’r' ''•■■■ 

8ZSB3E3 

PROCTER iGAWBLE CO 

B?n>7.T.a 

$000 

B'jKFS: 

HW<7H 

Hr-!>VMbM 


Ha 

*512,50 

H-IiPrTm 


EeffiEIKU 



*0.00 

UsSEESi 

^■ntfrwr.M 

WiSSLMi 

POTLATCH CORP 

BBS^B 

*0.00 

fBSP&X. 

HIKuH 



■e mm 

*1.831.40 

WWEZZ, 


737K28107* 

POTLATCH CORP 

noa 

*6.66 

beks-e. 


SMi?nra 


TM 

*6.00 

KS&W.Z 

— 'iT^— 

zmivan 


KSGSS 

Jooa 

fFiUFZZ- 


Eg&IGRSS 


KAia 

m6o 

ii'ii/.- 

■HKIiTli/sTV.^M 

ITTTTFJT'i 

Vrl ’ll o'< w. itY.'i'i: 'HBHBsiMiBdHBII 

HMlil 

*0.00 

KEmciSS 

^■1 , V- «Y.*** 

ETTTI-7iI^i 

ttjj : 1 1 3 ; > Vm i s(cii!i7:i j ^Ji'w.-Tr.lV'BBBBSBBB 

H3EEHI 

*0 00 


^Hi}) Ta.v;mb 

Ui'.ii'AV.l 


CE9 

*000 

■TOSS 


ki-3E3E3 

REGAL ENTERTAHMENT GROUP a A 

388.850 

$6.00 

IT'jIZ.™ 

TiJ/J MiV.H 

fiKk-IEj 


KXE31 

*6.66 

ITt'iWi'jV- 

■HB LT. 


AT AT CORP-NEW 

BLitK-B 

*0.00 

irau/v"- 


E5IR«-55S 

ATAT CORP-NEW 

WIfrilM 

*0.00 

E'SErKS 

aaEi^saai 



WBS3U 

*0.00 

IE3E2SS 

wrai* 

Km^'Tira 


mzMm 

*0.00 


■■KYiT Y iVM 

l»2kK-i.4IIiVJ 

PROGRESSIVE GAMING NTkCQW__ 


*0.00 

oarffsi?. 

BBKrrcr.vrrcM 

vG&$m 

< 1 ;< ^ M m T rfI7inr?ST?T3BBBBBBBBBBBBB^BB 


*0.00 

iwr.’r 

i^r>’2i.v;.T.f|| 

IfZ^^IES 



to 00 

Ipirvri". 

— rr-T—-— 

S7.'.V 1 .'Tir-l 


■E3SB 

$0.00 

IFIT^.y: 

BBOTiTTiTriTHH 

SfFil’iEj 



$0.00 

uaiKCv' 

r.BiB 

■r^W.’.SI*, 


■rom 

*0 00 

Ifc’ilEvI- 

BBB232&3B1 

tM.TLMTiVl 



*0.00 

■FCTVEE 

BKVivrcM 

K^ra'F.! 

I'-y-TT^^K.- 7JBBBBBBBBBBHBBBBBBB 

■Bgai 

ioTSo 

IPSFE& 

■BB hV/V iY.BH 


I*- v.vrrrn* | 

KTfl 

*0.00 

USEES 


fcz^XK 

o-i.i i*i ^ rM* T* t] ^ iiT'XTJBBI^HHIM 

605 

*0.00 

BfWVWT 

■U-'il VjV-BH 

ifZ5^rr.?; 

Tl ■*«“<’ v iLl ,’i 3fr M * |J?H TnVTSTiDBHBBBBBS^B^BHBm 

WKESM 

— ... - 

SEEKS 

MBWT.Y.'h'.BBI 

szssns 

:.’;rl 7tilV 

KZ'BI 

$0.00 

Ili’ilV,..-, 


EZIiTIEj 

l.'4> y JH-:n-. t T T : ’ - : i <c- . ■ i .t~j» k.— — B— 

■F'AhTI 

*0.00 


BBKI > T rtTr- > . ' ’ -BP 

BililUE 

[? ^cTl k:^Ti- ;l 71 .* * -*iAc':Vl r jyy^B^M^— —— 

aiLUji 

*0.00 

fci*W-'>.V«7.' 

■■BIT/}??-.'.* -Bi 

■nTn-uPS 


msEm 

*0.00 

IfiSErJK: 

■■CKKCaBi 

IlIIEIE 


m&sm 

- . *6-00 

B-’itK-i'J 

■WlflfK-JBI 

S-IiSiriKj 


BfXCvM 

I ■■■■■ ' t ; ■■■'*-'», ' j 

irwffi 


tl'PT-.’F; 

Ij OluTI i ■ '"A 'Iit'H'iIiHH— — 

358 

*0,00 

IE5HKC& 

■KbS^H 

KGsr-i-mi 

'^'"‘'"iM'VBBBBBBBBBBBBBi 

ikftiilAiilU 


*[«y-‘V.*:i7. 

HBUTTmTIH 

ktii'zh'h 

[-*j i v AiYH*-. < ! lAliJBBBBBBB^^BBMMBBBBBH 

KK9 

*0.00 

B'il-i-Xv. 

WKtRWTt • ri’-BB 




*0.00 


■BBGWs.cV ■■* 

»TT.KvUC 


IKSEuB 

*0.00 

ns-ffi?:-:- 


KT'PTTTT'Ti 

[«’( wjz'tlili JiT ' '•! •j’i A i >1 VI'. 1 

EJCia 

MOO 

iKafeiL'3 

WmZck!r±L-Wm 

gT-L/T-IKa 


•Mtaa 


mZE53 

^1 ll 1 

IKL'IL'.irOi 


ICii-SCIU 

*6.66 

lEatcit^ 

. BBBEaSIffi3BB 

nffiassna 

1 r :l'i i '^L>:R^^BBBBBBBBBBBBBHBBMBBi 

855 

*0.00 

it'.'.- i.v'-: i 

BBKSEyI-BBI 

ISSEM3 

I nz«7 1 tvTTgrTTj— — ■BPBppBBBBBaWHHBBl 

84 

$0.00 

SE30SEI 

wmzs&z&m 

IEZSS3E3 


20,000 

*0.00 

sEars-sa 

■BEaOEEIMi 

IBZSE3E3 

•ROGRESSIVE GAMING INTL CORP 

70,000 

*666 

SESEE3 

bhicsebb 

IES^il3 

‘ROGRESSIVE GAMING NIL CORP 

10,000 

*0.00 

PWa'XI 


lESSHEi 

*PL CORP . ... _ 

laHXSl 

:BHBBB T'.HBBB; 

BgflrK^l 

BBKir-V ■ ■' 

icsmia 

•PL CORP 

iK^cna 

*0.00 

Cu'lZT'.'X! 

i—gaas— 

ttEHLIia 

south Jersey Industries inc 

iKxsa 

*0.00 

IT-TFg/^ 

■BBE3'Ai31Mi 

lExaiiEa 

SOUTH JERSEY INDUSTRIES INC 

3W.480 

*0.66 

B35ZS53 

■■KZTEZLjjISH 

lililXiKil 


iK^:-a 

’(.’'■BBB 

Bsn&sa 

IBBE35523BBI 

IE2I3IE3 


IB5DC3I 

WiW 7' '* :h: 

BME32 

^KEZDZZyUH 

IBtSSSEri 


1KEE3 


EHES53 

\MmaEEzmm 

ICHEnra 


ini-i/’n 

mmmmm ‘Tombbi b 

SE2E53 

\ V'^TC^jPa 

iitffiHins 


IKE1 

HB2EUBBBBB 


IBBKEZLYZvIjBB 

lEtuHIES 




Escasi 

EMSSSBi 

Hu-I'iiriEi 

ll.^cVl^Tn^.'U.TriT'^'ifcLTrTTJinr— 

IBEfSai 

1 BBBK^'aBBI i 

IBrltii-J 

'■pszgaa 

ISE2CIE-5 

lfTTc , .'«c::tian/T'. , iT|j?ijti;r«:ril*irT— — BpUppip^B 

IKEQQE1 


itiiiiLvJ 

BBBiTuyzxBBi 

ISES3E3 

1 f.~?<~7W-TiT- r ,77. < : * : : i J» >— B— piBBH 

IKES 

BBBBHK jXyBHIMBI 

E5CtL3 

i bbktzezjzbbi 

ISEiEEjJ 


IBE3GS* 

BBBBHQ2S3BIHHHI 

E 

BBBKEIXjBW 

IKEXSS 

1 f. 1 * « j : « V,7.^^ 1 4 g .:L-1 1 ;) 1 a.-jT '«TA*i4 j ; iTfSZVi j »Ti "O.'iTTj;?.’. '. J 

IK0S51 


IKfr.'riLIc) 

IBBBEZSBBI 

IKESZSTJ 


IK^iUiil 


SESKuM 

^^BKsZSXJ^^B 

lEzizna 


IK^Xia 

^Mlllili'.'il' 1 '— | 

B'.v 

'BBEH-ZcIllJBW 

lEDZIEa 


iBrJCTTM 

j^aa^gaB— a 

SEK3SK3 

‘WMEKEZSBBi 

IE3E3E3 


iHEa 


IK-Evli! 

ibbb-esyi-bbb 



IE®3 

— B»gg5EEB^^i: 

lEc-KXi 

n — 

IdSHEH 


\WE E3I 



1 BBSS' 'J.-3BB5 

ISXILTjTJ 

1 k i!4' i^*-* 

IKXXS 

mtmm vn iu-'^aBai 

SEfe-frjXJ 

BBimn'jUBB 

H3E2253 

1 [ * >'-7.1 .i jES * 

IBT'T'T'l 

hi«T 4 .MBB ! 


— T T Tr" r BB 

ISiiiKHSI 


iBEgai 



IBBEEJZSS^ 

||tS52S3 

POTLATCH CORP 

\wmv.m 

*0.00 
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950 


Inceplton 

DM 

TarralnatkmDM* 

CuNp 

Munbv 

Sacurlty Daacriptioo 

PocWon 

QuantiJy 

DMdandt Paid 

^22 

vwooe 


RAMCOGERSHENSON PROP TR PFD 7 ,B5tt(*2.2e575) SERES C 

PE31 

*254383-50 


^■SEESBSI 


nilj.'l 3 -J ' Hl'J li J’f il lt-iMHHBHil 


iaSSSEE3E5EaSSBi 

EE5iSS3 

8/2M0O6 


till: 'T j flTST'iT^Tri , . ■>) 1i 1 iM^BMi 1 

mmgMi 




SH£^n«i 

i *v .- : jmHHBHHBBHBI j 

■can 

*0-00 


MMKCi; 

shots 

^ii^'TaHHHii^Bi^BBBI 

■BI'l'SI 

*0.00 

m 

MKtT/V.vr-^^H 

EMKvim 


BESE3I 

*0.00 


■■ t J At .Vi’. 1MB 

BJTiTTTI^a 

■Si TWXIB !Ti7T^BBBBHBBBBBBBB ^ 

BEKH3B1 

so.oc 

mmtWA 

■SHFftvSJBl 

kfeb^Ual 

-'•iiVA JMMMBMSai’^mgfta^Kb Ml 1 iiiw Wt B H " r j 

■£!!■■ I 

*0.00 



EwS2iE‘I3 


fOGa: 

*371.683,46 

ITf'Vi.'r.'nV 

WKKKTMr' iV.MM 

ebehih 


BESEai 

IBS z3-juj*j^JBBS 1 



kHEWM 


■BB 

*0.00 



bessm 

ii'A^lh^jBBHBBBBMBBBB 

^■-5BH 

$0.00 

lEflKv:-: 


EZESrSH 


W&XIzM 

$ieo.Boo.oo 

H?fS>A»>L~ 

■■KCirv.'-Y.WBi 

ssHSJ-sraa 

i BA t ► ! I ►'«: ; < JmMBBBBBBI^^BBBBBMi 


$0.00 

BMKSE 

MKITTVV.'.MM 



T" 1 

$0.00 

limit's 

■MB vik kvr.Taai 

resawm 

PPL CORP 

■E 3tE3i 

*30.025.00 

eesdksr! 

■mb F:;i'/.Vi'.aM 

Esasira 

PPtCORP . 

KEESi 

■BHITJQ^BBBi 

bsikk: 




BUCl-OI 

*0.00 1 

ehetc 

bttti ■■ 

EBSiWSi 

AT AT COf?P-NEW 

mZ:zM 

*0.00 

mwsi 

^MKTTrTTM^B 

F^*TT r TR« 


B2C31 

*5.646.00 

IV,- V. -. 

SBEfEvIJSSi 

EZIKIE3 


HBC51 

*51.218,80 1 

B?£2rZZ 

HFtV.’iV.Mi 

E3SHE1 


KHESS 


Etfffivlv] 


KftTVWii 

POTLATCH CORP 

wt*wm 

*0.00 

iioirsa 

■KW 

BHZ*nr*ii 


BOB 

*0.00 

KMcSa 

■KrK'ZJ 

■ i’.-'.- v-2 

ilF/'Sl 

■SSTCE'Z-BSi 

■BBEE23BB 

ESEiEa 

EmTaIT'TJ 

Mi-- li'iiVJ 

■fi-nim-j 

!^' j f r A i v T 

MlteiM 

— LA'K'M 

BE3SE1 

SO.OO 

*0.00 

*" $6 oo 

$0.66 

KEtE-J 

■SHUTE&BS 

IftlEIiK’j 

i 1 -‘U9 I'n ' 'i#' 1 . '» 1 1»'W WBBHIWWI'IiMMIIM'.'jWWI 

■KB 

$0.00 


wmviWM** 

Rffn-RW 

ini L\l*u I^jSHBBBHH^HHBBHBBBBBB 

tmsm 

$19.05 

KK!fZv] 

wmantoVA mm 

E£S£mi 


HEiBI 

$469.15 


maMVP,:vmm ■ 

lriTT-Ti:TT?F; 


»»!■:■:■■ 

$0.00 

CI»iT<v:*v- 

■MB l Irk '/TiV.MfM 

EfEHiBia 


EEvl 

$4,160.00 

SITiT’/'v'- 

MMIINI 'r •V-flMI 

EEEyra 


mm 

$0.00 

nKErvrv 

MBK tnT.V.Y<ViH 


1 1 1 1 B i ' 1 1 l i M 1 ' ' 1 j 1 1 i 1 1 1 B — B 

BUESB 

$0.00 

IffiEESE 

■MB LfTTV-’i’.-MM 


REGAL ENTERTAWMENT QftOOP a A 

HXZB 

$0.00 

OKE? 

huuee&bi 


ALtWA GROUP »K 

BE2ES31 

$0.00 

HKGKiE 

mm7sw.2mm 


ALTRJA GROUP NC 

m urn 

$112312.00 


l^^fciLEZBS 


ALTR1A GROUP NC 

i^a 

■SSBIZTK&nBB 

IfTiT-VT.” 

■snnvvYi%mi 

ES-SaEi 

^1* >it:; :>SSIBBBBBBBBBBBBBBBBBB 

KSXE3 

$0.00 

HfiESSS 

■MKIT'^ >•'.■■■ 

tSJTMIKl 


■ilAiUI 

$0.00 

nrnir 

■KV.'rTV. 



KXEB 

$0.00 

HStZrvCv 

K'A'.'HI 


'ni ''Hi 1 ' i.i 1 1 »— — — — bbbbbbp^ 

^B£3B 

$1,800.00 





BiftiUI 


BUNK'S- 

■■■TXKWT^MB 

IBSti-ai'H 


750 

pnas^ii^^aBss 

imvvv- 





$0.00 

VJOSS& 


ig/rengi 


massm 

■SS^FiBB 

BUTE'S-. 

MBTOW.H 


WiT^-T.TrMBMBMMMMMMMM* 

wmsm 


hulk*:; 

■i^V.H'.Bi 



mi-yvm 

BSB TDtH'T'IUSSSS 

BfiLEK: 


ETTlMMi 

.^I^*Lii»y^BBBB^H^HBBBBBBBBBi 

BEZEL'S 

^■MM jMMHMM : 

lErtfcv:: 

— FI , Ml 

IfE'-HE 

ToVl.T ■Prrn -»nT‘r fl r--vrt~i- 

HKII-B 

$0.00 


■BHK-E 

kiiUirili 

RTUPvrrTLi ! 1 I BBBBBBBBB— 

7 

$0.00 

BWIK-:-’. 

■■Ifr-V^SS 

tiTlME-Y 

1 i 1 i i ' ' ' 1 — — — 
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